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FINAL (OLD) COURSE: GROUP – I  

PAPER – 3: ADVANCED AUDITING AND PROFESSIONAL ETHICS 

SUGGESTED ANSWERS/HINTS 

1. (a) In the case of an audit, the tax auditor is required to express his opinion as to whether the financial 

statements give a true and fair view of the state of affairs of the assessee in the case of the balance 

sheet and in the case of the profit and loss account/income and expenditure account, of the 

profit/loss or income/expenditure. 

 He would be well advised to refer to the “Standards on Auditing (SAs issued by ICAI, as well as 

the “Guidance Note on Audit Reports and Certificate for Special Purposes”). If the statutory auditor 

is also appointed to undertake tax audit, it is advisable to carry out both the audits concurrently. 

 SA 210, “Agreeing the Terms of Audit Engagements” requires an auditor to establish whether the 

precondition for an audit are present so as to accept or continue an audit engagement. As per para 

6(b)(iii) the auditor is required to obtain agreement of management that it acknowledges and 

understands its responsibilities to provide the auditor with:  

(a)  Access to all information of which the management is aware that is relevant to the preparation 

of the financial statements such as records, documentation and other matters. 

(b)  Additional information that the auditor may request the management for the purpose of the 

audit, and 

(c)  Unrestricted access to persons within the entity from whom the auditor determines it 

necessary to obtain audit evidence. 

 Moreover, since the appointment of the tax auditor is made by assessee, it will be in the interest of 

the assessee to furnish all the information and explanation and produce books of account and 

records required by the tax auditor. 

 The audit report given under section 44AB is to assist the income-tax department to assess the 

correct form of the assessee. In order that the tax auditor may be in a position to explain any 

question which may arise later on, it is necessary that he should keep necessary working papers 

about the evidence on which he has relied upon while conducting the audit and also maintain all 

his necessary working papers. 

(b) SA 320 “Materiality in Planning and Performing an Audit”  prescribes the use of Benchmarks 

in Determining Materiality for the Financial Statements as a Whole.  

 Determining materiality involves the exercise of professional judgment. A percentage is often 

applied to a chosen benchmark as a starting point in determining materiality for the financial 

statements as a whole. Factors that may affect the identification of an appropriate benchmark 

include the following: 

(i) The elements of the financial statements (for example, assets, liabilities, equity, revenue, 

expenses); 

(ii) Whether there are items on which the attention of the users of the particular entity’s financial 

statements tends to be focused (for example, for the purpose of evaluating financial 

performance users may tend to focus on profit, revenue or net assets); 

(iii) The nature of the entity, where the entity is at in its life cycle, and the industry and economic 

environment in which the entity operates; 

(iv) The entity’s ownership structure and the way it is financed (for example, if an entity is financed 
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solely by debt rather than equity, users may put more emphasis on assets, and claims on 

them, than on the entity’s earnings); and 

(v) The relative volatility of the benchmark. 

(c) Closure of Business: As per SA 570 “Going Concern”, management intentions to liquidate the 

entity or to cease operations is one of the event or condition that may cast significant doubt on the 

entity’s ability to continue as going concern. 

 As per SA 570, if events or conditions have been identified that may cast significant doubt on the 

entity’s ability to continue as a going concern but, based on the audit evidence obtained the auditor 

concludes that no material uncertainty exists, the auditor shall evaluate whether, in view of the 

requirements of the applicable financial reporting framework, the financial statements provide 

adequate disclosures about these events or conditions. 

 Even when no material uncertainty exists, it requires the auditor to evaluate whether, in view of the 

requirements of the applicable financial reporting framework, the financial statements provide 

adequate disclosure about events or conditions that may cast significant doubt on the entity’s ability 

to continue as a going concern.  

 Further, as per SA 701 “Communicating Key Audit Matters in the Independent Auditor’s Report”, 

when matters relating to going concern may be determined to be key audit matters, and explains 

that a material uncertainty related to events or conditions that may cast significant doubt on the 

entity’s ability to continue as a going concern is, by its nature, a key audit matter. SA 701 also 

emphasis on auditor’s responsibility to communicate key audit matters in the auditor’s report.  

 As per the facts given in the case, intention of the Mishti Limited had definite plan of its business 

being closed down within short period from 31st March, 2018. However, financial statements for the 

year ended 31.03.2018 had been prepared on the same basis as it had been in earlier periods with 

an additional note. 

 Thus, management intentions to liquidate the entity or to cease operations is one of the event or 

condition that may cast significant doubt on the entity’s ability to continue as going concern is a 

key audit matter. Therefore, the auditor is required to Communicate the Key Audit Matte rs in 

accordance with SA 570 in above stated manner. Simple reference as to a possible cessation of 

business and making of adjustments, if any, he made at the time of cessation only by the auditor 

in his report is not sufficient. 

(d) Disclosure in Audit Report: The auditor is required to specifically include certain matters as per 

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

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

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

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

the management at reasonable intervals; whether any material discrepancies were not iced on such 

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

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

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

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

(though it is a retired machine, however value is 25.75 crores which is material amount) was done 

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

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

3 of CARO 2016. 

2. (a)  Responding to Tenders: Clause (6) of Part I of the First Schedule to the Chartered Accountants 

Act, 1949 lays down guidelines for responding to tenders, etc. As per the guidelines if a matter 

relates to any services other than audit, members can respond to any tender. Further, in respect 
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of a non-exclusive area, members are permitted to pay reasonable amount towards earnest 

money/security deposits.  

 In the instance case, since computerization of land revenue records does not fall within exclusive 

areas for chartered accountants, M/s MUNISUVRAT can respond to tender as well as deposit Rs. 

50,000 as earnest deposit and shall not have committed any professional misconduct.  

(b) False Declaration as Authorized Representative: In connection with proceedings under the 

Income Tax Act 1961, a Chartered Accountant often acts as the authorised representative of his 

clients and attends before an Income Tax Authority or the appellate tribunal.  

Any person who acts or induces, in any manner another person to make and deliver to the Income 

Tax Authorities a false account, statement, or declaration, relating to any income chargeable to tax 

which he knows to be false or does not believe to be true will be liable under section 278 of the 

Income Tax Act 1961. Further, in case of submission of any information which is false and which 

the Chartered Accountant either knows or believes to be false or untrue, he would be liable to 

rigorous imprisonment which may extend to seven years (in other cases two years) and/or to a 

fine.  

In the instant case, Mr. Prem, a chartered accountant has appeared before the Income Tax 

Authorities as the authorized representative of his client and delivered a false declaration, thus, he 

would be liable under section 278 of the Income Tax Act, 1961.  

(c)  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. 

(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.  
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(x) Procedures should be laid down for periodical verification and testing of different sections of 

accounting records to ensure that they are accurate. 

(d)  The objective of auditing, do not undergo a sea change in a CIS environment. Auditor must provide 

a competent, independent opinion as to whether the financial statements records and report a true 

and fair view of the state of affairs of an entity. However, computer systems have affected how 

auditors need to collect and evaluate evidence. These aspects are discussed below:  

(1)  Changes to Evidence Collection - Collecting evidence on the reliability of a computer 

system is often more complex than collecting evidence on the reliability of a manual system. 

Auditors have to face a diverse and complex range of internal control technology that did not 

exist in manual system, like: 

(i) accurate and complete operations of a disk drive may require a set of hardware controls 

not required in manual system, 

(ii) system development control include procedures for testing programs that again are not 

necessary in manual control. 

Since, Hardware and Software develop quite rapidly, understanding the control technology is 

not easy. With increasing use of data communication for data transfer, research is focused 

on cryptographic controls to protect the privacy of data. Unless auditor's keep up with these 

developments, it will become difficult to evaluate the reliability of communication network 

competently. 

The continuing and rapid development of control technology also makes it more difficult for 

auditors to collect evidence on the reliability of controls. Even collection of audit evidence 

through manual means is not possible. Hence, auditors have to run through computer system 

themselves if they are to collect the necessary evidence. Though generalized audit softwares 

are available the development of these tools cannot be relied upon due to lack of information. 

Often auditors are forced to compromise in some way when performing the evidence collection. 

(2) Changes to Evidence Evaluation - With increasing complexity of computer systems and 

control technology, it is becoming more and more difficult for the auditors to evaluate the 

consequences of strength and weaknesses of control mechanism for placing overall reliability 

on the system. 

Auditors need to understand: 

(i) whether a control is functioning reliably or multi functioning, 

(ii) traceability of control strength and weakness through the system. In a shared data 

environment a single input transaction may update multiple data item used by diverse, 

physically disparate user, which may be difficult to understand. 

Consequences of errors in a computer system are a serious matter as errors in computer 

system tend to be deterministic, i.e., an erroneous program will always execute data 

incorrectly. Moreover, the errors are generated at high speed and the cost and effort to correct 

and rerun program may be high. Errors in computer program can involve extensive redesign 

and reprogramming. Thus, internal controls that ensure high quality computer systems should 

be designed implemented and operated upon. The auditors must ensure that these  control 

are sufficient to maintain assets safeguarding, data integrity, system effectiveness and 

system efficiency and that they are in position and functioning.  

3. (a) Disclosure of Material Facts: A Chartered Accountant in practice is deemed to be guilty of 

professional misconduct under Clause (5) of Part I of the Second Schedule of the Chartered 

Accountants Act 1949, if he “fails to disclose a material fact known to him which is not disclosed in 

a financial statement but disclosure of which is necessary to make the financial statement not 

misleading”.  
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 In this case, the Chartered Accountant was aware of the contraventions and irregularities 

committed by the trust as these were referred to in the confidential report given by the Chartered 

Accountant to the trustees of the company. However, he had issued the annual accounts without 

any qualification. On similar facts it was held by the Supreme Court in Kishorilal Dutta vs. P. K. 

Mukherjee that it was the duty of the Chartered Accountant to have disclosed the irregularities and 

contravention to the beneficiaries of the fund in the statement of accounts signed by him.  

 Accordingly, in the present case also it has to be held that the Chartered Accountant is guilty of 

professional misconduct if the amount of irregularities is proved material. 

(b) Classification of Account as NPA in case of Multiple Banking : If the account remains overdue 

for more than 90 days, the account becomes Non-Performing Assets. The account will also be 

called as overdue, if there are not sufficient credits in the cash credit account which even could not 

serve the interest charged. In this case, there are no credits in accounts, it means interest has not 

been served in the account. Thus, accounts become overdue after 90 days for non-credit of 

amounts which could even serve the interest amount. Thus, cash credits will become as NPA if no 

credits/sale proceeds are deposited in that account. 

 However, in multiple banking system, each bank is independent for classification of account as 

NPA. If SBI declares the account as NPA due to non-serving of interest amount, other bank will be 

free and will not classify the term loan accounts as NPA, if they are regular.  

(c) Reporting Requirement for Disqualifications in Cost Audit Report : A tax auditor is required to 

ascertain under Clause (37) of Form 3CD whether cost audit was carried out and if yes, provide 

the details of disqualification or disagreement on any matter/item/value/quantity as may be 

reported/identified by the cost auditor. 

 The tax auditor should obtain the copy of cost audit from the assessee. Even though the tax auditor 

is not required to make any detailed study of such report, he has to take note of the details of 

disqualification or disagreement on any matter/item/value/quantity as may be reported/identified 

by the cost auditor. The tax auditor need not express any opinion in a case where such audit has 

been ordered but the same has not been carried out. 

 In the given case, the cost auditor of Beam Ltd. has reported certain disqualifications in Form CRA-

3 of the cost audit report.  

 Therefore, the tax auditor of Beam Ltd. is required to provide the details of disqualifications 

reported by the cost auditor under Clause (37) of the Form 3CD. Thus, the contention of the 

management of Beam Ltd. not to reveal any of the disqualifications related to the cost audit on the 

belief that there is no correlation between tax audit and cost audit is not acceptable.  

(d) Evaluating the Work of Management’s Expert: As per SA 500 “Audit Evidence”, when 

information to be used as audit evidence has been prepared using the work of a management’s 

expert, the auditor shall, to the extent necessary, having regard to the significance of that expert’s 

work for the auditor’s purposes-  

(1) Evaluate the competence, capabilities and objectivi ty of that expert;  

(2) Obtain an understanding of the work of that expert; and  

(3) Evaluate the appropriateness of that expert’s work as audit evidence for the relevant 

assertion. 

 The auditor may obtain information regarding the competence, capabilities  and objectivity of a 

management’s expert from a variety of sources, such as personal experience with previous work 

of that expert; discussions with that expert; discussions with others who are familiar with that 

expert’s work; knowledge of that expert’s qualifications; published papers or books written by that 

expert. 
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 Aspects of the management’s expert’s field relevant to the auditor’s understanding may include 

what assumptions and methods are used by the management’s expert, and whether they are 

generally accepted within that expert’s field and appropriate for financial reporting purposes.  

 The auditor may also consider the following while evaluating the appropriateness of the 

management’s expert’s work as audit evidence for the relevant assertion : 

(i) The relevance and reasonableness of that expert’s findings or conclusions, their consistency 

with other audit evidence, and whether they have been appropriately reflected in the financial 

statements; 

(ii) If that expert’s work involves use of significant assumptions and methods, the relevance and 

reasonableness of those assumptions and methods; and 

(iii) If that expert’s work involves significant use of source data, the relevance, completeness, and 

accuracy of that source data. 

4. (a) Duties & Responsibilities of an Auditor in case of Material Misstatement resulting from 

Management Fraud: Misstatement in the financial statements can arise from fraud or error. The 

term fraud refers to an ‘Intentional Act’ by one or more individuals among management, those 

charged with governance. The auditor is concerned with fraudulent acts that cause a material 

misstatement in the financial statements.  

 As per SA 240 on “The Auditor’s Responsibilities Relating to Fraud in an Audit of Financial 

Statements”, fraud can be committed by management overriding controls using such techniques 

as engaging in complex transactions that are structured to misrepresent the financial position or 

financial performance of the entity. 

 Fraud involving one or more members of management or  those charged with the governance is 

referred to as “management fraud”. The primary responsibility for the prevention and detection of 

fraud rests with those charged with the governance and the management of the entity.  

 Further, an auditor conducting an audit in accordance with SAs 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. Owing to the inherent limitations of an audit, there 

is an unavoidable risk that some material misstatements of the financial statements may not be 

detected, even though the audit is properly planned and performed in accordance with the SAs.  

 The risk of the auditor not detecting a material misstatement resulting  from management fraud is 

greater than for employee fraud, because management is frequently in a position to directly or 

indirectly manipulate accounting records, present fraudulent financial information or override 

control procedures designed to prevent similar frauds by other employees 

 Auditor’s opinion on the financial statements is based on the concept of obtaining reasonable 

assurance, hence in an audit, the auditor does not guarantee that material misstatements will be 

detected. 

 Further, as per section 143(12) of the Companies Act, 2013, if an auditor of a company, in the 

course of the performance of his duties as auditor, has reason to believe that an offence involving 

fraud is being or has been committed against the company by officers or employees of the 

company, he shall immediately report the matter to the Central Government (in case amount of 

fraud is Rs. 1 crore or above) or Audit Committee or Board in other cases (in case the amount of 

fraud involved is less than Rs.1 crore) within such time and in such manner as may be prescribed. 

 The auditor is also required to report as per Clause (x) of Paragraph 3 of CARO, 2016,  whether 

any fraud by the company or any fraud on the company by its officers or employees has been 

noticed or reported during the year. If yes, the nature and the amount involved is to be indicated. 
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 If, as a result of a misstatement resulting from fraud or suspected fraud, the auditor encounters 

exceptional circumstances that bring into question the auditor’s ability to continue performing 

the audit, the auditor shall: 

(i) Determine the professional and legal responsibilities applicable in the circumstances, 

including whether there is a requirement for the auditor to report to the person or persons who 

made the audit appointment or, in some cases, to regulatory authori ties; 

(ii) Consider whether it is appropriate to withdraw from the engagement, where withdrawal from 

the engagement is legally permitted; and 

(iii) If the auditor withdraws: 

(1) Discuss with the appropriate level of management and those charged with governance, 

the auditor’s withdrawal from the engagement and the reasons for the withdrawal; and  

(2) Determine whether there is a professional or legal requirement to report to the person 

or persons who made the audit appointment or, in some cases, to regulatory  authorities, 

the auditor’s withdrawal from the engagement and the reasons for the withdrawal.   

(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:  

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

review engagement; 

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

(c) 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; 

(d)  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 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; 

(e) 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 responsibi lity for determining that the 

applicable financial reporting framework is acceptable in the circumstances;  

(f)  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;  
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(g) 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;  

(h) 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.  

(i) 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  

(ii) A paragraph, under an appropriate heading, that provides a description of the matter(s) 

giving rise to the modification; 

(j) A reference to the practitioner’s obligation under this SRE to comply with relevant ethical 

requirements; 

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

(l) The practitioner’s signature; and 

(m) The place of signature. 

(c)  Main Phases in the Conduct of Risk Based Audit: Risk Based Audit is an approach to audit that 

analyses audit risks, sets materiality thresholds based on audit risk analysis and develops audit 

programmes that allocate a larger portion of audit resources to high risk areas. 

 These are achieved through the following: 

 Understand auditee operations to identify and prioritize risks: Understanding auditee 

operations involves processes for reviewing and understanding the audited organization’s risk 

management processes for its strategies, framework of operations, operational performance 

and information process framework, in order to identify and prioritize the error and fraud risks 

that impact the audit of financial statements. The environment in which the auditee operates, 

the information required to monitor changes in the environment, and the process or activities 

integral to the audited entity’s success in meeting its objectives are the key factors to an 

understanding of agency risks. Likewise, a performance review of the audited entity’s delivery 

of service by comparing expectations against actual results may also aid in understanding 

agency operations. 

 Assess auditee management strategies and controls to determine residual audi t risk: 

Assessment of management risk strategies and controls is the determination as to how 

controls within the auditee are designed. The role of internal audit in promoting a sound 

accounting system and internal control is recognized, thus the SAI should  evaluate the 

effectiveness of internal audit to determine the extent to which reliance can be placed upon it 

in the conduct of substantive tests. 
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 Manage residual risk to reduce it to acceptable level:  

 Management of residual risk requires the design and execution of a risk reduction approach 

that is efficient and effective to bring down residual audit risk to an acceptable level. This 

includes the design and execution of necessary audit procedures and substantive testing to 

obtain evidence in support of transactions and balances. More resources should be allocated 

to areas of high audit risks, which were earlier known through the analytical procedures 

undertaken. 

 Inform auditee of audit results through appropriate report: The results of audit shall be 

communicated by the auditor to the audited entity. The auditor must immediately 

communicate to the auditee reportable conditions that have been observed even before 

completion of the audit, such as weaknesses in the internal control system, deficiencies in the 

design and operation of internal controls that affect the organization’s ability to record, 

process, summarize and report financial data.   

5. (a) Contravening Provisions of the Act: A member of the Institute, whether in practice or not, shall 

be deemed to be guilty of professional misconduct under Clause (1) of Part II of the Second 

Schedule to the Chartered Accountants Act, 1949, if he contravenes any of the provisions of this 

Act or the regulations made there under or any guidelines issued by the Counci l. 

 In the given case, Mr. Witty has failed to make the payments of stipend to articled assistant every 

month in accordance with Regulation 48. The fact that the articled assistant will be compensated 

with extra sum in the form of interest on late payment is not relevant and the plea that cycle of 

professional receipts from clients is six months is not acceptable as Mr. Witty has disbursed salary 

to all of his employees on time.  

 Therefore, Mr. Witty is guilty of professional misconduct under Clause (1) of  Part II of the Second 

Schedule to the Chartered Accountants Act, 1949 as he has contravened Regulation 48 by not 

making the payment every month. 

(b)  Responsibility of Parent: The responsibility for the preparation and presentation of consolidated 

financial statements, among other things, is that of the management of the parent. This includes:  

(i) identifying components, and including the financial information of the components to be 

included in the consolidated financial statements;  

(ii) where appropriate, identifying reportable segments for segmental reporting;  

(iii) identifying related parties and related party transactions for reporting;  

(iv) obtaining accurate and complete financial information from components; and 

(v) making appropriate consolidation adjustments. 

(vi) harmonization of accounting policies and accounting framework; and.  

(vii) GAAP conversion, where applicable.  

 Apart from the above, the parent ordinarily issues instructions to the management of the component 

specifying the parent’s requirements relating to financial information of the components to be 

included in the consolidated financial statements. The instructions ordinarily cover the accounting 

policies to be applied, statutory and other disclosure requirements applicable to the parent, 

including the identification of and reporting on reportable segments, and related parties and related 

party transactions, and a reporting timetable. 

(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. 
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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. 

(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 entitled 

to copies of audited financial statements under sub-section (1) of section 136 of the said Act 

i.e. every member of the company, to every trustee for the debenture-holder of any 

debentures issued by the company, and to all persons other than such member or trustee, 

being the person so entitled and also be placed before the annual general meeting of the 

company at the same time and in the same manner as the audit report.  

(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) Approach in investigation under section 210 and 213 into the affairs of the Companies:  The 

general approach for investigation under Sections 210 and 213 of the Companies Act, 2013 is 

conditioned by the legal requirements in these regards. The affairs of the company may include 

everything such as goodwill, profit and loss, contracts, investments, assets, shareholding in 

subsidiaries, decision making, etc. Also the specific circumstances mentioned in these sections 

like fraud, mismanagement, oppression of any shareholder etc. come within the term “affairs of the 

company.” 

 Investigation under Sections 210 and 213 do not call for any special approach. Approach/Steps for 

pursuing the investigation are: 

(i)  Clarity of Terms of Reference: The approach to any investigation is determined on a 

consideration of the nature of the investigation and the terms of reference. However, the 

inspector should ensure that the terms of reference are clear, unambiguous and in writing. If 

he has any doubt about any item in the terms, he should obtain clarification in writing. It should 

also be, seen that the terms of reference are not too general, because that may frustrate the 

whole objective of the investigation; the scope of the investigation will become unwieldy and 

ill defined. An investigation order to investigate into the affairs of the company would be an 
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instance at point. Therefore, the inspector should ask for reframing of the order specifying the 

exact matters to be investigated. He should also take into consideration the possible effect of 

limitations, if any, put in the terms of reference and should keep the Central Government 

informed in writing about their effect on the investigation. 

(ii)  Scope of Investigation: The next point for consideration of the inspector would be the 

determination of the scope of the investigation on the basis of the terms of reference. At this 

stage, it may be useful for the inspector to go into the history of the company and its affiliates 

or associates. He should evaluate the terms of reference in sketching the scope of 

investigation; this will enable him to locate the limitation, if any, in the terms of reference, not 

clearly mentioned. For a purposeful investigation, he may need to stretch his inquiry into the 

books and records of allied and associated persons and concerns and may require to arm 

himself with the powers given under the Companies Act.  

(iii)  Period for investigation: He should also have regard to the period over which the 

investigation should stretch. The evaluation of terms of reference and the consequential 

determination of the scope of investigation are the twin props on which the entire investigation 

would rest and, therefore, the inspector appointed under Sections 210 and 213 should devote 

careful attention to these.  

(iv)  Framing of Programme: The next step is the investigator/inspector should frame his 

programme for investigation in a systematic manner. He should keep adequate working notes 

and papers with references and cross references in a proper and methodical way to aid him 

in the preparation of the report. The actual process of investigation would be essentially an 

evidence gathering procedure and, at every step, he should have regard to the procedures 

laid down in these sections regarding production of documents and evidence, examination on 

oath and seizure of documents. He should also keep his mind open to the revelations he 

comes across in the process of evidence collection and should assess whether the 

programme of investigation needs amendment or modification.  

(v)  Using the work of Experts: He should also consider whether assistance of other experts like 

engineers, lawyers, etc., is necessary in the interest of a comprehensive and full proof 

examination of the documents and information. 

(vi) Legal requirements and investigation Report: Only after he has completed the steps in the 

investigation programme and has marshaled all the information that he needed should he 

prepare his report. He, however, can also make interim report. The findings should be 

completed and exhaustive. Before he makes his final report he should obtain and keep on 

record the evidences relied upon by him. By the nature of things, such evidence should be as 

conclusive as possible depending on circumstances of the case. He should make his report 

in accordance with the provisions of the Companies Act, 2013.  

 The general approach for investigations under Sections 210 and 213 should, therefore, be 

formulated having regard to the terms of reference, scope, the period, the programme and 

procedure of the investigation and the attending legal requirements specified above. 

6. (a) Posting Photograph on Website: A Chartered Accountant in practice shall be deemed to be guilty 

of professional misconduct under Clause (6) of Part I of the First Schedule to the Chartered 

Accountants Act, 1949, if he solicits clients or professional work either directly or indirectly by 

circular, advertisement, personal communication or interview or by any other means.  

 In the given case, CA. Intelligent shared his framed photograph on website wherein he was 

receiving ‘Best Faculty of the year’ award from the Institute.  

 In this context, it may be noted that according to the guidelines approved by the Council of the 

Institute of Chartered Accountants of India, no photographs of any sort are permitted. Only display 

of passport size photograph is permitted. 
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 Therefore, CA. Intelligent is guilty of professional misconduct under Clause (6) of Part I of the First 

Schedule to the Chartered Accountants Act, 1949.  

(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 business 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 shall 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) Constitution of Risk Management Committee: As per regulation 21 of LODR 2015, provision 

relating to constitution of risk management committee is applicable to top 100 listed entities, 

determined on the basis of market capitalisation, as at the end of the immediate previous financial 

year. In the instant case, True and Fair Limited, is a large sized listed Indian Company with focus 

on design and delivery of custom made IT applications for various business entities in India and 

abroad. As per fact of the case it is a large sized listed Indian company, assuming that it is included 

in top 100 listed entities, True and Fair Limited is required to constitute risk management 

committee. 

Composition of Risk Management Committee: 

(i)  The Board of Directors shall constitute a Risk Management Committee.  

(ii)  The majority of members of Risk Management Committee shall consist of members of the 

Board of Directors. 

(iii) The Chairperson of the Risk Management Committee shall be a member of the Board of 

Directors and senior executives of the listed entity may be members of the committee. 

(iv) The Board of Directors shall define the role and responsibility of the Risk Management 

Committee and may delegate monitoring and reviewing of the risk management plan to the 

committee and such other functions as it may deem fit. 

 These procedures shall be periodically reviewed to ensure that executive management controls 

risk through means of a properly defined framework. A majority of this Committee will be the 

members of the Board of Directors. Senior executives of the company may be also be members of 

the Committee, but the Chairperson of the Committee shall be a member of the Board of Directors.  

(d) Decision to rescind the Recommended Dividend: Dividend is firstly recommended by the Board. 

Thereafter, the members in the Annual General Meeting (AGM) may declare the dividend by 

passing ordinary resolution. The members may reduce the rate or amount recommended by the 

Board, but they cannot increase it.  

 Section 123 of the Companies Act, 2013, provides that the dividend shall be declared or paid by a 

company for any financial year out of the profits of the company for that year arrived at after 

providing for depreciation in prescribed manner.  
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 Further, as per section 127 of the Act, dividends once declared become the liability of the company 

and must be paid within 30 days from the date of declaration. Any failure to do so attract a penalty 

for the various persons associated with the management.  

 Here in the instant case, Board of Directors of ACP Ltd. has recommended the dividend in their 

meeting. Such dividend is not declared in AGM. Further, Board has decided to rescind the decision 

before the date of Annual General Meeting. Thus, the dividend which is only recommended and 

not declared does not attract penal provisions.  

 Therefore, Board of Directors may rescind their decision to recommend dividend.  

7. (a) According to the Institute of Cost and Management Accountants of England, cost audit repres ents 

the verification of cost accounts and a check on the adherence to cost accounting plan.  Cost audit, 

therefore, comprises: 

(i) verification of the cost accounting records such as the accuracy of the cost accounts, cost 

reports, cost statements, cost data and costing techniques and 

(ii) examination of these records to ensure that they adhere to the cost accounting principles, 

plans, procedures and objectives. 

The undernoted circumstances may warrant the introduction of cost audit:  

(a) Price fixation - The need for fixation of retention prices in the case of materials of national 

importance, like steel, cement etc. may be useful in knowing the true cost of production.  

(b) Cost variation within the industry - Where the cost of production varies significant ly from 

unit to unit in the same industry, cost audit may be necessary to find the reasons for such 

differences. 

(c) Inefficient management - Where a factory is run inefficiently and uneconomically, institution 

of cost audit may be necessary. It may be particularly useful for the Government before it 

takes over any unit. 

(d) Tax-assessment - Where a duty or tax is levied on products based on cost of production, the 

levying authorities may ask for cost audit to determine the correct cost of production.  

(e) Trade disputes - Cost audit may be useful in settling trade disputes about claim for higher 

wages, bonus, etc. 

(b) Contract note is a document through which a contractual obligation is established between a 

member and a client. Every member of the stock-exchange has to issue contract notes to his clients 

for the trades executed on their behalf. The contract notes are required to be  issued to the Client 

within 24 hours of execution of the trades. Members are also required to preserve counter -foils or 

duplicates of the copies of contract notes issued to clients. The member is also required to maintain 

written consent of clients for the contracts entered into as Principal. Contract notes issued to clients 

should show the brokerage separately. The total brokerage charged by the member should not 

exceed the specified value of the trade. It may be noted that the brokerage percentage is prescribed 

from time to time. The Contract Notes are required to be signed either by the member himself or 

his constituted attorney. In case of a sole proprietor / partnership firm wishes to authorise another 

person to sign the contract notes, then the member is required to submit a power of attorney to the 

Exchange. In case of corporate membership, a board resolution is required to authorise a person 

including Directors to sign the contract notes. 

 The member then prepares a Contract Note in the prescribed form after adding the brokerage and 

sends the original Contract Note to the client. The auditor should evaluate the internal control 

procedures instituted by the stock broker for proper maintenance and issuance of contract notes. 

The auditor should verify that the transactions done by a member are recorded in the sauda book. 

It should also be examined that contract notes are issued for all the business conducted on behalf 
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of the clients. The auditor should verify the list of trades executed with the bills rai sed. The auditor 

should apply appropriate audit procedures to satisfy himself that - 

• Contract notes have been serially numbered. 

• No serial number has been left blank. 

• Format of the Contract Note is as prescribed by the Regulations of the Exchange.  

• Duplicate copies / counterfoils of contract notes are maintained. 

• Brokerage charged in contract notes is within the permissible limits and is indicated separately 

including service tax. 

• Contract notes have been signed by an authorised person. 

• Contract notes have been issued in respect of all transactions. 

• Transaction Identification, Trade Identification and Trade Execution time has been printed on 

the contract note issued.  

• SEBI Registration number, Settlement number, Settlement dates have been mentioned.  

• PAN number of the member and client has been mentioned on Contract Note where if 

required. 

• All clauses specified by the Exchange have been printed on the reverse of the contract notes.  

(c)  Management Audit Questionnaire : A management audit questionnaire is an important tool for 

conducting the management audit. It is through these questionnaires that the auditors make an 

inquiry into important facts by measuring current performance. Such questionnaires aim at a 

comprehensive and constructive examination of an organisation’s management and its assigned 

tasks. Overall it is concerned with the appraisal of management actions in accomplishing the 

organisation’s objectives. Its primary objective is to highlight weaknesses and deficiencies of the 

organisation. It includes a review of how well or badly the management functions of planning, 

organising, directing and controlling are being performed. The questionnaire provides a means for 

evaluating an organisation’s ongoing operations by examining its major functional areas. There are 

three possible answers to the management audit questions: “Yes”, “No” and “N.A.”, (not 

applicable). Questionnaire comments on negative answers not only provide documentation for 

future reference, but, more important, provide background information for undertaking remedial 

action. The management audit questionnaire does not give answers, but simply asks questions. If 

all questions are answered with a ‘yes’, operations are proceeding as desired. On the other hand, 

if there are one or more ‘no’ answers, difficulties are being experienced and must be explained in 

writing. If the question does not apply, the N.A. (not applicable) column is checked. Thus, 

management audit questionnaire for this part of the audit not only serves as a management tool to 

analyse the current situation; more importantly, it enables the management auditors to synthesis 

those elements that are causing organisational difficulties and deficiencies.  

(d) Scope of Peer Review: The Statement on Peer Review  lays down the scope of  review to be 

conducted as under: 

 The Peer Review process shall apply to all the assurance services provided by a Practice Unit.  

1. Once a Practice Unit is selected for Review, its assurance engagement records pertaining to 

the Peer Review Period shall be subjected to Review.  

2. The Review shall cover: 

(i) Compliance with Technical, Professional and Ethical Standards:  

(ii) Quality of reporting. 
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(iii) Systems and procedures for carrying out assurance services. 

(iv) Training programmes for staff (including articled and audit assistants) concerned with 

assurance functions, including availability of appropriate infrastructure.  

(v) Compliance with directions and / or guidelines issued by the Council to the Members, 

including Fees to be charged, Number of audits undertaken, register for Assurance 

Engagements conducted during the year and such other related records.  

(vi) Compliance with directions and / or guidelines issued by the Council in relating to article 

assistants and / or audit assistants, including attendance register, work diaries, stipend 

payments, and such other related records.  

(e) “Trade Credit Insurance Policy” and basic requirements of a trade credit insurance product:  

 "Trade Credit insurance policy" is a conditional insurance contract between two parties (insurer 

and seller) that cannot be traded and is always directly related to an underlying trade transaction, 

which is either the delivery of goods or of services. The correct fulfilment of this trade transaction 

and satisfaction of the contract terms is essential for credit cover to exist. 

 Basic Requirements of a Trade Credit Insurance Product: An insurer shall offer trade credit 

insurance product only if all requirements mentioned below are met - 

(i) Policyholder's loss is non-receipt of trade receivable arising out of a trade of goods or 

services. 

(ii) Policyholder is a supplier of goods or services in consideration for a fair market value.  

(iii) Policyholder's trade receivable does not arise out of factoring or reverse factoring 

arrangement or any other similar arrangement. 

(iv) Policyholder has a customer (i.e. Buyer) who is liable to pay a trade receivable to the 

policyholder in return for the goods and services received by him from the policyholder, in 

accordance with a policy document filed with the insurer. 

(v) Policyholder undertakes to pay premium for the entire Policy Period.  

(vi) Any other requirement that may be specified by the Authority from time to time.  
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