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Total No. of Questions -7                                                                                  Total No. of Pages —08       
Time Allowed — 3 Hours                                                                                        Maximum Marks - 100 

ADVANCE AUDITING AND PROFESSIONAL ETHICS 

(FULL) (NEW COURSE Paper-4) 

Answers to questions are to be given only in English except in the case of candidates who have opted for 
Hindi Medium. If a candidate who has not opted for Hindi Medium, his/her answers in Hindi will not be 
valued. 

Question No. 1, 2 & 3 is compulsory. 
Candidates are also required to answer any Three questions from the remaining Four questions. 
Wherever necessary, suitable assumptions may be made and disclosed by way of a note. Working notes 
should form part of the respective answers. 

In case, any candidate answers extra question(s)/sub-question(s) over and above the required number, 
then only the requisite number of questions first answered in the answer book shall be valued and 
subsequent extra question(s) answered shall be ignored. 

Question No.1                                                                                                                                (Marks) 

Answer the following MCQ’S based questions: 

(a) Identify the correct one: 
Following is the principal objective of the auditor: 
a) Whether the financial statement show true & fair view or not. 
b) Whether the financial statement show true & correct view or not. 
c) Detection of error & fraud. 
d) Making recommendation to prevent frauds from occurring. 
 

(b) As per SA 402, Type 1 report on controls at service organisation given by auditor consist of: - 
a) fair description 
b) suitable design 
c) both a and b 
d) operating effectiveness 
 

(c) Statutory auditor can use direct assistance from internal auditor with respect to work which is: 
a) Complex in nature 
b) Requires significant judgements 
c) Risk of material misstatement is high. 
d) None of the above 
 

(d) State whether true or false: 
Compliance Framework gives permission, 
1. For additional Disclosures or 
2. To amend requirement of Financial Reporting Framework, for better financial presentation 
Options: 
a) True, as compliance framework does permit the same. 
b) False, as only fair presentation framework permits the same. 
c) True, as docility Framework does permit the same. 
d) False, as only equitable presentation framework permits the same. 
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(e) Audit evidence obtained through the performance of substantive procedures__________ 
the audit evidence obtained through tests of controls 
a. may contradict 
b. will contradict. 
c. will never contradict. 
 

(f) Identify the correct one: 
a) In case of real time environment, if one component fails the whole system fails. 
b) In case of real time environment, even if one component fails the whole system will still work. 
c) In case of real time environment, if two or more components fails the whole system fails. 
d) None of the above 
 

(g) Internal Auditor shall be applicable to private company: 
1. turnover of _____________during the preceding financial year, or 
2. outstanding loans or borrowings from banks or public financial institutions exceeding _____ 
at any point of lime during the preceding financial year 
a) two hundred crore rupees or more; one hundred crore rupees or more 
b) one hundred crore rupees or more; two hundred crore rupees or more 
c) five hundred crore rupees or more; one hundred crore rupees or more 
d) two hundred crore rupees or more; two hundred crore rupees or more 
 

(h) State the correct one: 
CARO shall apply to every private company; however, such applicability has certain exemptions 
also. One of the exemptions is: - 
a) which does not have a total revenue as disclosed in Schedule III to the Companies Act,2013 
(including revenue from discontinuing operations) exceeding rupees one crore during the 
financial year as per the financial statements. 
b) which does not have a total revenue as disclosed in Schedule III to the Companies Act,2013 
(including revenue from discontinuing operations) exceeding rupees five crore during the 
financial year as per the financial statements. 
c) which does not have a total revenue as disclosed in Schedule III to the Companies Act, 2013 
(including revenue from discontinuing operations) exceeding rupees ten crore during the 
financial year as per the financial statements. 
d) which does not have a total revenue as disclosed in Schedule III to the Companies Act, 2013 
(including revenue from discontinuing operations) exceeding rupees fifteen crore during the 
financial year as per the financial statements. 
 

(i) Which of the following statement is false? 
a) The Audit Committee can invite the finance director to be present at the meetings. 
b) The Audit Committee can invite the head of Internal Audit to be present at the meetings. 
c) The Audit Committee can invite the statutory auditor to be present at the meetings. 
d) The Audit Committee cannot meet without the presence of any executives of the listed entity. 
 

(j) How long should the State Government Guaranteed advances remain overdue to be considered 
as Non-Performing Asset? 
a) if it remains overdue for more than 90 days 
b) if it remains overdue for more than 180 days 
c) if it remains overdue for more than 120 days 
d) if it remains overdue for more than 60 days 
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(k) Which of the following is not true about the general insurance? 
a) Pay-outs are uncertain as claims may or may not arise 
b) It is solely for the purpose of insurance 
c) Term is fixed (usually 1 year) 
d) Term is variable 
 

(l) Identify the correct one: 
a) A Statement of Accounts and Solvency” in prescribed form shall be filed by every LLP with 
the Registrar every year. 
b) A Statement of Accounts and Solvency” in prescribed form shall be filed by every LLP with 
the Registrar in every two year. 
c) A Statement of Accounts and Solvency” in prescribed form shall be filed by every LLP with 
the Registrar in every three year. 
d) A Statement of Accounts and Solvency” in prescribed form shall be filed by every LLP with 
the Registrar in every five year. 
 

(m) Financial activity as principal business happens when a company's 
a ) financial asset constitutes more than 50 per cent of the total assets 
b)  income from financial assets constitute more than 50 per cent of the gross income 
c) financial assets constitute more than 50 per cent of the total assets and income from financial 
assets constitute more than 50 per cent of the gross income 
d) financial assets constitute more than 50 per cent of the total assets or income from financial 
assets constitute more than 50 per cent of the gross income 
 

(n) Identify the correct one: 
1. The investigator should refuse to be futuristic. 
2. The investigator should be futuristic. 
3. Incurring at PU of a business investigator should not project the trend into any future 
years to establish a value. 
4. Incurring at PU of a business investigator should project the trend into any future years 
to establish a value. 
a) 1 & 3 
b) 2 & 3 
c) 3 & 4 
d) 1 & 4                                                                                                         (1 X 14=14 Marks) 
 

Question No. 2 Answer the following MCQ’S based questions:  
 

(a) PQR is an entity which is being audited by Santosh & Co – A Chartered Accountant Firm. 
Senior Partner of the audit firm Santosh determines higher level of materiality for a particular 
area, however the article assistant Rahul even though of being informed about the higher level 
of materiality, performed detailed audit procedures. What will be its effect on detection risk? 
a) Detection risk will be decrease 
b) Detection risk will be increase 
c) No impact on detection risk 
d) None of the above 

 

(b). You are an audit senior at Ghaisas & Co and are currently performing the final audit of Bingham 
Co. for the year ended 31 March 2018. The company is a manufacturer and retailer of table 
lamps. The current audit senior is ill, and you have been asked to complete the audit of payroll 
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in their absence. On arrival at the head office of Bingham Co, you determine the following data 
from a review of the current year and prior year audit files: 
• As at 31 March 2017, the company had 350 employees 
• On 1 April 2017, 10% of staff were made redundant, effective immediately, due to 

discontinuation of a 
• product line 
• On 1 June 2017, all remaining staff received a 5% pay rise 
• Over the course of the year, sales levels met performance targets which resulted in a fixed 

bonus of 
• Rs.8,000 being paid to each employee on 31 March 2018. 

 

The following audit evidence has been gathered relating to the accuracy of wages and salaries 
for Bingham Co. 
1. Proof in total calculation performed by an audit team member 
2. Written representation from the directors of Bingham Co confirming the accuracy of wages 
and salaries 
3. Verbal confirmation from the finance director of Bingham Co confirming the accuracy of 
wages and salaries 
4. Recalculation of the gross and net pay for a sample of employees by an internal audit team 
member of Bingham Co. 

 

What is the order of reliability of the audit evidence starting with the MOST RELIABLE first? 
(a) Audit evidence - 1, 2, 3, 4 
(b) Audit evidence - 1, 4, 2, 3 
(c) Audit evidence - 4, 1, 2, 3 
(d) Audit evidence - 4, 1, 3, 2 

 

(c) FAC Chartered Accountants was appointed as statutory auditors by KMG Ltd. for the audit of 
their financial statements. During the course of audit, the auditors noticed a fraud of Rs. 120 
lakhs done by an officer of the company. The officer sanctioned and made the payment to fake 
vendors for purchase of fixed assets; however, the assets were not entered in the Fixed Assets 
Register. The auditor reported the fraud in his audit report to the shareholders of the company 
presented in the Annual General Meeting but did not mentioned the name of the parties 
involved. The Board of Directors of the company asked ICAI to take necessary action against 
the auditor as he has not complied with his duty to report fraud as per Section 143(12) of the 
Companies Act, 2013. 

 

What is the duty of the auditor as per Companies Act in reporting the fraud done by officers or 
employees of the company? 
(a). As per Companies Act, 2013, as the amount of fraud is more than 100 lacs; the auditor 
should have reported the matter within 2 days of his knowledge to the Board of Directors/ Audit 
committee of the company seeking their reply or observations within 45 days. After completion 
of 45 days the auditor should forward his report to the Central Government along with the reply 
if any received from Board/ Audit Committee. 
(b). As per Companies Act, in the course of audit if the auditor has reason to believe that a fraud 
has been conducted by the officers or employees of the company, the auditor shall report the 
matter to the Central Government immediately. 
(c). The auditor’s duty is restricted to reporting the fraud to shareholders and he is not required 
to report the matter to Board of Directors/ Audit Committee/ Central Government. 
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(d). The auditor can submit his report on fraud to shareholders but is required to mention the 
name of the parties involved in fraud, as per Section 143(12) of the Companies Act, 2013. 

 

(d) If the client informs the auditor that the audit report is to be used to obtain a bank loan, all 
banks are foreseen parties. 
a) True, trade creditors and potential stockholders would also be a part of the foreseen class. 
b) True, but trade creditors and potential stockholders would not be part of the foreseen class. 

 

(e) IRC Ltd is in the business of construction and infrastructure. The company is listed in India 
having an annual turnover of INR 2500 crores. The company has various projects offices/ 
operations in India and outside India. The functional currency of the company and its project 
offices is INR. The company has five joint ventures and various jointly controlled operations. The 
company has been audited by Luthra & Associates, a firm of Chartered Accountants, since 
beginning. During the year ended 31 March 2018, new auditors were appointed as the statutory 
auditors of the company for the audit of the financial statements for the year ended 31 March 
2018. New statutory auditors have raised various points related to the consolidation procedures 
followed by the company. Management did not agree to the observations of the auditors as 
they have been following this since many years now and there was no observation of previous 
auditors in respect of the same. Auditors have highlighted a point that joint ventures have been 
consolidated by the company in its standalone financial statements. However, management has 
an argument that those are in the nature of its operations and hence to reflect the true and fair 
view it would be appropriate to consolidate the same in the standalone financial statements. 
Please advise as auditors how would you deal with this matter. 
(a). Since the matter is related to consolidation, which is more relevant for consolidated financial 

statements, hence no reporting in respect of this matter would be required in the auditor’s 
report for the year ended 31 March 2018. 

(b). Auditor should look at the materiality and conservatism principle. Company has included 
extra information in the financials which can be considered by the auditors and basis that 
clean audit report should be given. 

(c). Management should restate the financials to adjust the error related to consolidation of 
joint ventures in standalone financial statements. Otherwise auditor may modify his opinion 
on current year's financial statements considering the materiality. 

(d). As per the requirements of accounting standard, joint venture if consolidated in standalone 
financial statements should not be consolidated again in the consolidated financial 
statements. Basis that this point should be dropped by the auditor. 

 

(f) Following are the registered persons under GST Act, 2017. Which one of the registered person 
is required to get his accounts audited and also furnish a copy of audited annual accounts and 
a reconciliation statement, duly certified in FORM GSTR –9C? 
(a) Mr. A is an advocate whose turnover for the financial year ended 31 March 2018 was Rs.1.25 

crores. 
(b) Mr. B is a labour contractor managing construction services and his turnover for 31 March 

2018 was Rs.3.95 crores. 
(c) Dr. C is a pediatric surgeon who has newly set up his practice in Pune. He paid an amount 

of Rs.10.5 lakhs as taxes in the current year. 
(d) Mr. D, who is an architect, has paid taxes of Rs.22.5 lakhs in the current year. 
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(g) Identify the correct statement: 
(a). Red flag indicates the existence of fraud however are indicators that caution needs to be 

exercised while investigating the situations. 
(b). Red tags do not indicate the existence of fraud and further no caution needs to be exercised 

while investigating the situations. 
(c). Red flag does not necessarily indicate the existence of fraud however are indicators that 

caution needs to be exercised while investigating the situations 
(d). Red Tags is programming problem, not relevant for forensic audit 

 

(h) X, a chartered accountant in practice, in spite of several reminders from the Secretary of the 
Institute of Chartered Accountants of India fails to submit Form 18. Is he liable for misconduct? 
1. A member shall be deemed to be guilty of professional misconduct as per Clause (2) of Part 

3 to the First Schedule to the Chartered Accountants Act, 1949 
2. A member shall be deemed to be guilty of professional misconduct as per Clause (2) of Part 

1 to the First Schedule to the Chartered Accountants Act, 1949 
3. A member shall not be deemed to be guilty of professional misconduct as per Clause (6) of 

Part I to the Second Schedule to the Chartered Accountants Act, 1949 
4. A member shall be deemed to be guilty of professional misconduct as per Clause (1) of Part 

2 to the Second Schedule to the Chartered Accountants Act, 1949 
Options: 
a) 1 & 2 
b) Only 4 
c) 2 & 3 
d) Only 1                                                                                                          (2 X 8=16 Marks) 

 

Q. 3 Answer the following questions:  
(a) RX Ltd. is a sugar manufacturing company. The company appointed Mr. Suresh, a practicing 

cost accountant, to conduct cost audit of its cost records under section 148 of the Companies 
Act, 2013. While conducting audit, Mr. Suresh found some misstatement resulting into fraud 
committed by the officers of the company amounting rupees 1.5 crore. However, he did not 
report the matter to the Central Government believing that liability for such reporting lies only 
with statutory auditor of the company. Advise.                                                             (5 Marks) 
 

(b) ST Ltd is a growing company and currently engaged in the business of manufacturing of tiles. 
The company is planning to expand and diversify its operations. The management has increased 
the focus on the internal controls to ensure better governance. The management had a 
discussion with the statutory auditors to ensure the steps required to be taken so that the 
statutory audit is risk based and focused on areas of greatest risk to the achievement of the 
company’s objectives. Please advise the management and the auditor on the steps that should 
be taken for the same.                                                                                                   (5 Marks) 
 

Q.4 Answer the following questions:  
 

(a) You are doing the tax audit of a Limited Company. After submission of Tax Audit Report, 
management notices that there was apparent mistake of law and due to this mistake, revised 
the final accounts. As a tax auditor, company seeks your opinion whether the tax audit can also 
be revised or not.  
 

(b) Forensic audit is unlike other audits Explain.                                                                              
 

(c) Give examples of areas on which the reviewer may qualify the report?               
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(d) Areas of propriety audit under Section 143(1) of the Companies Act, 2013.        
 

(e) H Limited is an Investment Company preparing its Financial Statements in accordance with Ind 
AS. The Company obtains funds from various investors and commits its performance for fair 
return and capital appreciation to its investors. During the year under audit, it had been 
observed that the Company had invested 25 % in SI Ltd., 50% in S2 Ltd. and 60% in S3 Ltd. of 
the respective share capitals of the Investee Companies. When checking the investment 
schedule of the Company, an issue cropped as to whether there would arise any need X to 
consolidate accounts of any such investee companies with those of H Limited in accordance 
with section 129(3) of the Companies Act, 2013 which contains no exclusion from consolidation. 
Analyse the issues involved and give your views.                                           (4 X 5= 20 Marks) 
           

Q. 5 Answer the following questions:  
 

(a) Explain the liability of the auditor under section 35 of the Companies Act, 2013, for making an 
untrue statement in the report (as an expert forming a part of the prospectus).         (6 Marks)          
 

(b) “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.” What are 
the relevant sections of the Companies Act, 2013 and steps involved in auditor of Government 
Companies?                                                                                                                   (5 Marks)          
 

(c) M/s LMN, a firm of Chartered Accountants responded to a tender from a State Government for 
computerization of land revenue records for this purpose, the firm also paid Rs 50,000 as 
earnest deposit as part of the terms of the tender.                                                       (5 Marks) 
 

(d) In cases like holding back cash sales, collections by travelling salesmen, V.P.P receipts, or casual 
receipts, e.g., sales of scrap, recoveries out of debts written off earlier, etc., the amount or 
amounts of receipts embezzled may be subsequently covered up by the perpetrator adopting 
certain methods. In a company, it is suspected that there has been embezzlement in cash 
receipts.  The company appoints you as an investigator. What are the areas you would verify? 
                                                                                                                                      (4 Marks) 
 

Q. 6 Answer the following questions:  
 

(a) Briefly discuss the importance and role of auditor with respect to actuarial process for Life 
Insurance business.                                                                                                        (6 Marks) 
 

(b) Identify the controls which are automated, manual or IT dependent manual for the below 
mentioned cases?  

(i). Price master configured in the sales master can only be edited by authorised personnel 
in the system.  

(ii). Invoice cannot be booked in SAP in case Purchase orders are not approved. 
(iii). Inventory ageing report is pulled out from the system based on which provisioning is 

calculated after analyzing the future demand by the inventory personnel and approved 
by the controller.  

(iv). All invoices are signed by warehouse personnel before the goods are dispatched to the 
customer. 

(v). Credit limit is assigned to the customer and goods cannot be sold in excess of credit 
limit configured in the system.  
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(vi). All changes to the credit limit is approved manually by sales manager. 
(vii). Ageing report is pulled out from SAP based on which provisioning is calculated by 

accounting personnel and approved by financial controller.  
(viii). PO, GRN (Good received note) and invoice are matched by the system before it is 

posted in the financial records.                                                                          (4 Marks) 
 

(c) Vijay Maniyar & Associates, a firm of Chartered Accountants, is of the view that under GST law, 
audit can only be undertaken by the Departmental officers and there is no scope of audit under 
said law for the Chartered Accountants. You are required to advise Vijay Maniyar & Associates 
on the same.                                                                                                                   (5 Marks) 
 

(d) Funtoosh Ltd has five entertainment centers to provide recreational facilities for public 
especially for children and youngsters at five different locations in the peripheral of 250 
kilometers Collections are made in cash Specify the adequate internal control system towards 
collection of money.                                                                                                          (5 Marks) 
 

Q. 7 Answer the following questions:  
 

(a) Draft an Audit programme for conducting the audit of a Public Trust registered under section 
12A of the Income-tax Act, 1961                                                                                    (5 Marks) 
 

(b) ABC Chartered Accountants have been appointed as concurrent auditors for the branches of 
Effective Bank Ltd. for the year 2017-18. You are part of the audit team for Agra branch of the 
bank and have been instructed by your senior to verify the advances of the audit period. You 
are required to guide your assistant about the areas to be taken care while doing verification 
during the concurrent audit.                                                                                          (6 Marks) 
 

(c) The manager of ZedEx (P) Ltd. approached CA. Vineet in the need of a certificate in respect of a 
consumption statement of raw material. Without having certificate of practice (CoP), CA. Vineet 
issued the certificate to the manager of the company, acting as a CA in practice and applied for 
the CoP to the Institute on very next day to avoid any dispute.                                    (4 Marks) 
 

(d) Paragraph 3(x) of CARO, 2016 requires the auditor to report 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. The clause does not require the auditor to discover such frauds. 
The scope of auditor’s inquiry under this clause is restricted to frauds ‘noticed or reported’ 
during the year. Comment.                                                                                             (5 Marks)  

 

******************************** 
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ADVANCE AUDITING AND PROFESSIONAL ETHICS 
CA FINAL AUDIT FULL COURSE (PAPER-4) 

(NEW Course) 
Suggested Answer 

In some answers, we have provided summary and shortcuts to remember in few 
answers for benefit of students which are highlighted or coloured. No need to 

include such summary while answering in exams. 
 
Question No.1                                                  (1 mark each) 

Q1 (a) Identify the correct one: 
Following is the principal objective of the auditor: 
a) Whether the financial statement show true & fair view or not. 
b) Whether the financial statement show true & correct view or not. 
c) Detection of error & fraud. 
d) Making recommendation to prevent frauds from occurring. 
 
Answer 
a) Whether the financial statement show true & fair view or not. 
 

Q1 (b)  
As per SA 402, Type 1 report on controls at service organisation given by auditor consist of: 
- 
a) fair description 
b) suitable design 
c) both a and b 
d) operating effectiveness 
 
Answer 
c) both a and b 
 

Q1 (c)  
Statutory auditor can use direct assistance from internal auditor with respect to work which 
is: 
a) Complex in nature 
b) Requires significant judgements 
c) Risk of material misstatement is high. 
d) None of the above 
 
Answer 
d) None of the above 
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Q1 (d)  
State whether true or false: 
Compliance Framework gives permission, 
1. For additional Disclosures or 
2. To amend requirement of Financial Reporting Framework, for better financial presentation 
Options: 
a) True, as compliance framework does permit the same. 
b) False, as only fair presentation framework permits the same. 
c) True, as docility Framework does permit the same. 
d) False, as only equitable presentation framework permits the same. 
 
Answer 
b) False, as only fair presentation framework permits the same. 
 

Q1 (e)  
Audit evidence obtained through the performance of substantive procedures__________ 
the audit evidence obtained through tests of controls 
a. may contradict 
b. will contradict. 
c. will never contradict. 
 
Answer 
a) may contradict 
 

Q1 (f)  
Identify the correct one: 
a) In case of real time environment, if one component fails the whole system fails. 
b) In case of real time environment, even if one component fails the whole system will still 
work. 
c) In case of real time environment, if two or more components fails the whole system fails. 
d) None of the above 
 
Answer 
a) In case of real time environment, if one component fails the whole system fails. 
 

Q1 (g)  
Internal Auditor shall be applicable to private company: 
1. turnover of _____________during the preceding financial year, or 
2. outstanding loans or borrowings from banks or public financial institutions exceeding _____ 
at any point of lime during the preceding financial year 
a) two hundred crore rupees or more; one hundred crore rupees or more 
b) one hundred crore rupees or more; two hundred crore rupees or more 
c) five hundred crore rupees or more; one hundred crore rupees or more 
d) two hundred crore rupees or more; two hundred crore rupees or more 
 
Answer 
a) two hundred crore rupees or more; one hundred crore rupees or more 
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Q1 (h)  
State the correct one: 
CARO shall apply to every private company; however, such applicability has certain exemptions 
also. One of the exemptions is: - 
a) which does not have a total revenue as disclosed in Schedule III to the Companies Act,2013 
(including revenue from discontinuing operations) exceeding rupees one crore during the financial 
year as per the financial statements. 
b) which does not have a total revenue as disclosed in Schedule III to the Companies Act,2013 
(including revenue from discontinuing operations) exceeding rupees five crore during the financial 
year as per the financial statements. 
c) which does not have a total revenue as disclosed in Schedule III to the Companies Act, 
2013 (including revenue from discontinuing operations) exceeding rupees ten crore during the 
financial year as per the financial statements. 
d) which does not have a total revenue as disclosed in Schedule III to the Companies Act, 
2013 (including revenue from discontinuing operations) exceeding rupees fifteen crore during 
the financial year as per the financial statements. 
 
Answer 
c) which does not have a total revenue as disclosed in Schedule III to the Companies Act, 2013 
(including revenue from discontinuing operations) exceeding rupees ten crore during the financial 
year as per the financial statements. 
 

Q1 (i)  
Which of the following statement is false? 
a) The Audit Committee can invite the finance director to be present at the meetings. 
b) The Audit Committee can invite the head of Internal Audit to be present at the meetings. 
c) The Audit Committee can invite the statutory auditor to be present at the meetings. 
d) The Audit Committee cannot meet without the presence of any executives of the listed 
entity. 
 
Answer  
d) The Audit Committee cannot meet without the presence of any executives of the listed entity. 
 

Q1 (j)  
How long should the State Government Guaranteed advances remain overdue to be considered 
as Non-Performing Asset? 
a) if it remains overdue for more than 90 days 
b) if it remains overdue for more than 180 days 
c) if it remains overdue for more than 120 days 
d) if it remains overdue for more than 60 days 
 
Answer  
a) if it remains overdue for more than 90 days 
 

Q1 (k)  
Which of the following is not true about the general insurance? 
a) Pay-outs are uncertain as claims may or may not arise 
b) It is solely for the purpose of insurance 
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c) Term is fixed (usually 1 year) 
d) Term is variable 
 
Answer  
d) Term is variable 
 

Q1 (l)  
Identify the correct one: 
a) A Statement of Accounts and Solvency” in prescribed form shall be filed by every LLP with 
the Registrar every year. 
b) A Statement of Accounts and Solvency” in prescribed form shall be filed by every LLP with 
the Registrar in every two year. 
c) A Statement of Accounts and Solvency” in prescribed form shall be filed by every LLP with 
the Registrar in every three year. 
d) A Statement of Accounts and Solvency” in prescribed form shall be filed by every LLP with 
the Registrar in every five year. 
 
Answer  
a) A Statement of Accounts and Solvency” in prescribed form shall be filed by every LLP with the 
Registrar every year. 
 

Q1 (m)  
Financial activity as principal business happens when a company's 
a ) financial asset constitutes more than 50 per cent of the total assets 
b)  income from financial assets constitute more than 50 per cent of the gross income 
c) financial assets constitute more than 50 per cent of the total assets and income from 
financial assets constitute more than 50 per cent of the gross income 
d) financial assets constitute more than 50 per cent of the total assets or income from financial 
assets constitute more than 50 per cent of the gross income 
 
Answer  
c) financial assets constitute more than 50 per cent of the total assets and income from financial assets 
constitute more than 50 per cent of the gross income. 
 

Q1 (n)  
Identify the correct one: 
1. The investigator should refuse to be futuristic. 
2. The investigator should be futuristic. 
3. Incurring at PU of a business investigator should not project the trend into any future 
years to establish a value. 
4. Incurring at PU of a business investigator should project the trend into any future years 
to establish a value. 
a) 1 & 3 
b) 2 & 3 
c) 3 & 4 
d) 1 & 4 
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Answer  
a) 1 & 3 
 

Question No.2 

Q2 (a)  
PQR is an entity which is being audited by Santosh & Co – A Chartered Accountant Firm. 
Senior Partner of the audit firm Santosh determines higher level of materiality for a particular 
area, however the article assistant Rahul even though of being informed about the higher level 
of materiality, performed detailed audit procedures. What will be its effect on detection risk? 
a) Detection risk will be decrease 
b) Detection risk will be increase 
c) No impact on detection risk 
d) None of the above 

Answer 
a) Detection risk will be decrease 
 

Q2 (b)  
You are an audit senior at Ghaisas & Co and are currently performing the final audit of Bingham 
Co. for the year ended 31 March 2018. The company is a manufacturer and retailer of table 
lamps. The current audit senior is ill, and you have been asked to complete the audit of payroll 
in their absence. On arrival at the head office of Bingham Co, you determine the following 
data from a review of the current year and prior year audit files: 

 As at 31 March 2017, the company had 350 employees 
 On 1 April 2017, 10% of staff were made redundant, effective immediately, due to 

discontinuation of a 
 product line 
 On 1 June 2017, all remaining staff received a 5% pay rise 
 Over the course of the year, sales levels met performance targets which resulted in a 

fixed bonus of 
 Rs.8,000 being paid to each employee on 31 March 2018. 

 

The following audit evidence has been gathered relating to the accuracy of wages and salaries 
for Bingham Co. 
1. Proof in total calculation performed by an audit team member 
2. Written representation from the directors of Bingham Co confirming the accuracy of wages 
and salaries 
3. Verbal confirmation from the finance director of Bingham Co confirming the accuracy of 
wages and salaries 
4. Recalculation of the gross and net pay for a sample of employees by an internal audit team 
member of Bingham Co. 
 

What is the order of reliability of the audit evidence starting with the MOST RELIABLE first? 
(a) Audit evidence - 1, 2, 3, 4 
(b) Audit evidence - 1, 4, 2, 3 
(c) Audit evidence - 4, 1, 2, 3 
(d) Audit evidence - 4, 1, 3, 2 
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Answer 
(b) Audit evidence - 1, 4, 2, 3 
 

Q2 (c)  
FAC Chartered Accountants was appointed as statutory auditors by KMG Ltd. for the audit of 
their financial 
statements. During the course of audit, the auditors noticed a fraud of Rs. 120 lakhs done by 
an officer of the company. The officer sanctioned and made the payment to fake vendors for 
purchase of fixed assets; however, the assets were not entered in the Fixed Assets Register. 
The auditor reported the fraud in his audit report to the shareholders of the company presented 
in the Annual General Meeting but did not mentioned the name of the parties involved. The 
Board of Directors of the company asked ICAI to take necessary action against the auditor as 
he has not complied with his duty to report fraud as per Section 143(12) of the Companies 
Act, 2013. 
 

What is the duty of the auditor as per Companies Act in reporting the fraud done by officers 
or employees of the company? 

(a). As per Companies Act, 2013, as the amount of fraud is more than 100 lacs; the auditor 
should have reported the matter within 2 days of his knowledge to the Board of 
Directors/ Audit committee of the company seeking their reply or observations within 
45 days. After completion of 45 days the auditor should forward his report to the 
Central Government along with the reply if any received from Board/ Audit Committee. 

(b). As per Companies Act, in the course of audit if the auditor has reason to believe that 
a fraud has been conducted by the officers or employees of the company, the auditor 
shall report the matter to the Central Government immediately. 

(c). The auditor’s duty is restricted to reporting the fraud to shareholders and he is not 
required to report the matter to Board of Directors/ Audit Committee/ Central 
Government. 

(d). The auditor can submit his report on fraud to shareholders but is required to mention 
the name of the parties involved in fraud, as per Section 143(12) of the Companies Act, 
2013. 

 
Answer 
(a) As per Companies Act, 2013, as the amount of fraud is more than 100 lacs; the auditor should have 
reported the matter within 2 days of his knowledge to the Board of Directors/ Audit committee of the 
company seeking their reply or observations within 45 days. After completion of 45 days the auditor 
should forward his report to the Central Government along with the reply if any received from Board/ 
Audit Committee. 
 

Q2 (d)  
If the client informs the auditor that the audit report is to be used to obtain a bank loan, 
all banks are foreseen parties. 
a) True, trade creditors and potential stockholders would also be a part of the foreseen 
class. 
b) True, but trade creditors and potential stockholders would not be part of the foreseen 
class. 
 
Answer 
b) True, but trade creditors and potential stockholders would not be part of the foreseen class. 
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Q2 (e)  
IRC Ltd is in the business of construction and infrastructure. The company is listed in India 
having an annual turnover of INR 2500 crores. The company has various projects offices/ 
operations in India and outside India. The functional currency of the company and its project 
offices is INR. The company has five joint ventures and various jointly controlled operations. 
The company has been audited by Luthra & Associates, a firm of Chartered Accountants, since 
beginning. During the year ended 31 March 2018, new auditors were appointed as the statutory 
auditors of the company for the audit of the financial statements for the year ended 31 March 
2018. New statutory auditors have raised various points related to the consolidation procedures 
followed by the company. Management did not agree to the observations of the auditors as 
they have been following this since many years now and there was no observation of previous 
auditors in respect of the same. Auditors have highlighted a point that joint ventures have 
been consolidated by the company in its standalone financial statements. However, management 
has an argument that those are in the nature of its operations and hence to reflect the true 
and fair view it would be appropriate to consolidate the same in the standalone financial 
statements. 
Please advise as auditors how would you deal with this matter. 

(a). Since the matter is related to consolidation, which is more relevant for consolidated 
financial statements, hence no reporting in respect of this matter would be required in 
the auditor’s report for the year ended 31 March 2018. 

(b). Auditor should look at the materiality and conservatism principle. Company has included 
extra information in the financials which can be considered by the auditors and basis 
that clean audit report should be given. 

(c). Management should restate the financials to adjust the error related to consolidation 
of joint ventures in standalone financial statements. Otherwise auditor may modify his 
opinion on current year's financial statements considering the materiality. 

(d). As per the requirements of accounting standard, joint venture if consolidated in 
standalone financial statements should not be consolidated again in the consolidated 
financial statements. Basis that this point should be dropped by the auditor. 

 
Answer 
(c) Management should restate the financials to adjust the error related to consolidation of joint 
ventures in standalone financial statements. Otherwise auditor may modify his opinion on current 
year's financial. 
 

Q2 (f)  
Following are the registered persons under GST Act, 2017. Which one of the registered person 
is required to get his accounts audited and also furnish a copy of audited annual accounts and 
a reconciliation statement, duly certified in FORM GSTR –9C? 
(a) Mr. A is an advocate whose turnover for the financial year ended 31 March 2018 was 
Rs.1.25 crores. 
(b) Mr. B is a labour contractor managing construction services and his turnover for 31 March 
2018 was Rs.3.95 crores. 
(c) Dr. C is a pediatric surgeon who has newly set up his practice in Pune. He paid an amount 
of Rs.10.5 lakhs as taxes in the current year. 
(d) Mr. D, who is an architect, has paid taxes of Rs.22.5 lakhs in the current year. 
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Answer 
(b) Mr. B is a labour contractor managing construction services and his turnover for 31 March 2018 
was Rs.3.95 crores. 
 

Q2 (g)  
Identify the correct statement: 

(a). Red flag indicates the existence of fraud however are indicators that caution needs to 
be exercised while investigating the situations. 

(b). Red tags do not indicate the existence of fraud and further no caution needs to be 
exercised while investigating the situations. 

(c). Red flag does not necessarily indicate the existence of fraud however are indicators 
that caution needs to be exercised while investigating the situations 

(d). Red Tags is programming problem, not relevant for forensic audit 
 
Answer 
c) Red flag does not necessarily indicate the existence of fraud however are indicators that caution 
needs to be exercised while investigating the situations 
 

Q2 (h)  
X, a chartered accountant in practice, in spite of several reminders from the Secretary of the 
Institute of Chartered Accountants of India fails to submit Form 18. Is he liable for 
misconduct? 
1. A member shall be deemed to be guilty of professional misconduct as per Clause (2) of Part 
3 to the First Schedule to the Chartered Accountants Act, 1949 
2. A member shall be deemed to be guilty of professional misconduct as per Clause (2) of Part 
1 to the First Schedule to the Chartered Accountants Act, 1949 
3. A member shall not be deemed to be guilty of professional misconduct as per Clause (6) of 
Part I to the Second Schedule to the Chartered Accountants Act, 1949 
4. A member shall be deemed to be guilty of professional misconduct as per Clause (1) of Part 
2 to the Second Schedule to the Chartered Accountants Act, 1949 
Options: 
a) 1 & 2 
b) Only 4 
c) 2 & 3 
d) Only 1 

Answer 
d) Only 1 
 
Question No.3 

Q3 (a)  
RX Ltd. is a sugar manufacturing company. The company appointed Mr. Suresh, a practicing 
cost accountant, to conduct cost audit of its cost records under section 148 of the Companies 
Act, 2013. While conducting audit, Mr. Suresh found some misstatement resulting into fraud 
committed by the officers of the company amounting rupees 1.5 crore. However, he did not 
report the matter to the Central Government believing that liability for such reporting lies only 
with statutory auditor of the company. Advise.                                           (5 marks) 
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Answer 

Part I -- Relevant Section & Laws 
 As per Section 143(12) of the Companies Act, 2013 to be read with Rule 13, Companies (Audit 

and Auditors) Rules, 2014. 
Part II -- Requirements of Relevant Section & Laws 

 Section 143(12) of the Companies Act, 2013 to be read with Rule 13, Companies (Audit and 
Auditors) Rules, 2014. 
If an auditor of a company, in the course of the performance of his duties as statutory auditor, 
has reason to believe that an offence 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 audit committee (in case amount involved in is less than ` 1 crore) within 2 days of his 
knowledge and he shall report the matter specifying the Nature of Fraud with description, 
Approximate amount involved; and Parties involved.    
 

Further, if the offence of fraud, which involves or is expected to involve individually an amount 
of ` 1 crore or above, the auditor shall report the matter to the Central Government. (1 marks) 
 

The manner of reporting the matter to the Central Government is as follows: 
The auditor shall report the matter to the Board or the Audit Committee, as the case may be, 
immediately but not later than 2 days of his knowledge of the fraud, seeking their reply or 
observations within 45 days; ( 0 .75 marks) 
 

On receipt of such reply or observations, the auditor shall forward his report and the reply or 
observations of the Board or the Audit Committee along with his comments (on such reply or 
observations of the Board or the Audit Committee) to the Central Government within 15 days 
from the date of receipt of such reply or observations; ( 0 .75 marks) 
 

In case the auditor fails to get any reply or observations from the Board or the Audit Committee 
within the stipulated period of 45 days, he shall forward his report to the Central Government 
along with a note containing the details of his report that was earlier forwarded to the Board 
or the Audit Committee for which he has not received any reply or observations; the report 
shall be sent to the Secretary, Ministry of Corporate Affairs in a sealed cover by Registered 
Post with Acknowledgement Due or by Speed Post followed by an e-mail in confirmation of 
the same the report shall be on the letter-head of the auditor containing postal address, e-
mail address and contact telephone number or mobile number and be signed by the auditor 
with his seal and shall indicate his Membership Number; and the report shall be in the form of 
a statement as specified in Form ADT-4. (1 marks) 
 

The provisions of this section shall mutatis mutandis apply to— (0 .25 marks) 
(a). cost accountant conducting cost audit under section 148; or 
(b). the company secretary in practice conducting secretarial audit under section 204 

 

 Clause 10 of CARO 16 ( 0 .50 marks) 
The auditor is required to report - 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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Part III – Case Discussion 

 In the instant case, RX Ltd. is a sugar manufacturing company. The company appointed Mr. 
Suresh, a practicing cost accountant, to conduct cost audit of its cost records under section 
148 of the Companies Act, 2013. While conducting audit, Mr. Suresh found some misstatement 
resulting into fraud committed by the officers of the company amounting rupees 1.5 crore. 
However, he did not report the matter to the Central Government believing that liability for 
such reporting lies only with statutory auditor of the company. (0.25 marks) 
 

Part IV – Conclusion  

 In the given case, Mr. Suresh, being the cost auditor of RX Ltd., found misstatement resulting 
into fraud amounting 1.5 crore committed by the officers of the company, was required to 
report the fraud to the Central Government which he failed to do so. (0.50 marks) 

 

Q3 (b)  
ST Ltd is a growing company and currently engaged in the business of manufacturing of tiles. 
The company is planning to expand and diversify its operations. The management has increased 
the focus on the internal controls to ensure better governance. The management had a 
discussion with the statutory auditors to ensure the steps required to be taken so that the 
statutory audit is risk based and focused on areas of greatest risk to the achievement of the 
company’s objectives. Please advise the management and the auditor on the steps that should 
be taken for the same.                                                                      (5 marks) 
 
Answer 
Audit should be risk-based or focused on areas of greatest risk to the achievement of the audited 
entity’s objectives. Risk-based audit (RBA) is an approach to audit that analyzes 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. (0 .50 marks) 
 

RBA consists of four main phases starting with the identification and prioritization of risks, to the 
determination of residual risk, reduction of residual risk to acceptable level and the reporting to 
auditee of audit results. (0 .50 marks) 
 

These are achieved through the following: (1 mark each point ) 
Step 1 - 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. 
Step 2 - Assess auditee management strategies and controls to determine residual audit 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. 
Step 3 - 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 
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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. 
Step 4 - 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. 
 
Question No.4 

Q4 (a)  
You are doing the tax audit of a Limited Company. After submission of Tax Audit Report, 
management notices that there was apparent mistake of law and due to this mistake, revised 
the final accounts. As a tax auditor, company seeks your opinion whether the tax audit can 
also be revised or not.                                                                       (4 marks) 
 

Answer 
 
Part-I Revision of Tax Audit Report: 

Normally, the report of the tax auditor cannot be revised later. 
However, when the accounts are revised in the following circumstances, the tax Auditor may have to 
revise his Tax audit report also. ( 1.5 marks) 
 

  Revision of accounts of a company after its adoption in the annual general meeting. ( 1.5 marks) 
 Change in law with retrospective effect. 
 Change in interpretation of law (e.g.) CBDT Circular, Notifications, Judgments, etc. The Tax 

Auditor should state it is a revised Report, clearly specifying the reasons for such revision with 
a reference to the earlier report. 

Part II – Case Discussion 

After submission of Tax Audit Report, management notices that there was apparent mistake of law 
and due to this mistake, revised the final accounts. Tax auditor wants to know whether tax audit report 
can be revised or not. ( 0 .25 marks) 

 

Part III – Conclusion  

The Tax Auditor should state it is a revised Report, clearly specifying the reasons for such revision with 
a reference to the earlier report. Thus, the Tax Audit Report can be changed under the given 
circumstances. ( 0 .75 marks) 
 

Q4 (b) 
Forensic audit is unlike other audits Explain                                               (4 marks) 
 
Answer      ( 0 .8 marks for each point ) 
 

  Sr. 
  No. 

Particulars Financial Audit Forensic Audit 

1 Objectives 
& Techniques 

Express an opinion as to 
‘True & Fair’ presentation. 

Whether fraud has taken place in 
books 
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Substantive & Compliance. 
Sample based Techniques 

Investigative, substantive or in-
depth checking Techniques 

2 Period Normally for a particular 
accounting period. 

No such limitations 

3 Verification of 
stock, Estimation 
realisable value of 
assets, 
provisions, liability 
etc. 

Relies on the management 
certificate/ Management 
Representation 

Independent/ verification of 
suspected/ selected items where 
misappropriation in suspected 

4 Off balance sheet 
items (like 
contracts etc.) 

Used to vouch the arithmetic 
accuracy & compliance with 
procedures 

Regulatory & propriety of these 
transactions/contracts are 
examined. 

5 Adverse findings 
if any 

Negative opinion or qualified 
opinion expressed with/ 
without quantification 

Legal determination of fraud 
impact and identification of 
perpetrators depending on 
scope. 

 
 

Q4 (c) 
Give examples of areas on which the reviewer may qualify the report?                  (4 marks) 
 A reviewer may qualify the report due to one or more of the following:  

( 0 .80 marks for each point) 
 quality control system design deficiency; 
 non-compliance with quality control policies and procedures; or 
 non-existence of adequate training programmes for staff. 
 non-compliance with relevant laws and regulations; 
 non-compliance with technical standards; 

 

Q4 (d) 
Areas of propriety audit under Section 143(1) of the Companies Act, 2013.          (4 marks) 
 
Answer 
 Areas of propriety audit under Section 143(1): Section 143(1) of the Companies Act, 2013 

requires the auditor to make an enquiry into certain specific areas. (0.50 marks) 
 

 In some of the areas, the auditor has to examine the same from propriety angle as to:- 
 

 whether loans and advances made by the company on the basis of security have been properly 
secured and whether the terms on which they have been made are prejudicial to the interests 
of the company or its members; (0 .50 marks) 

 whether transactions of the company which are represented merely by book entries are 
prejudicial to the interests of the company; Again, considering the propriety element, 
rationalizing the proper disclosure of loans and advance given by company is made;  
(0 .50 marks) 

 where the company not being an investment company or a banking company, whether so 
much of the assets of the company as consist of shares, debentures and other securities have 
been sold at a price less than that at which they were purchased by the company;  
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(0 .50 marks) 
 whether loans and advances made by the company have been shown as deposits; 

(0 .50 marks) 
 whether personal expenses have been charged to revenue account; (0 .50 marks) 

 
 where it is stated in the books and documents of the company that any shares have been 

allotted for cash, whether cash has actually been received in respect of such allotment, and if 
no cash has actually been so received, whether the position as stated in the account books 
and the balance sheet is correct, regular and not misleading. (0 .50 marks) 
A control has been set up to verify the receipt of cash in case of allotment of shares for cash. 
Further, if cash is not received, the books of accounts and statement of affairs shows the true 
picture. (0 .50 marks) 

 

Q4 (e) 
H Limited is an Investment Company preparing its Financial Statements in accordance with 
Ind AS. The Company obtains funds from various investors and commits its performance 
for fair return and capital appreciation to its investors. During the year under audit, it 
had been observed that the Company had invested 25 % in SI Ltd., 50% in S2 Ltd. and 
60% in S3 Ltd. of the respective share capitals of the Investee Companies. When checking 
the investment schedule of the Company, an issue cropped as to whether there would arise 
any need X to consolidate accounts of any such investee companies with those of H Limited 
in accordance with section 129(3) of the Companies Act, 2013 which contains no exclusion 
from consolidation. Analyse the issues involved and give your views.               (4 marks) 
 

Answer 

Part I -- Relevant Standards & Laws 

 Ind AS 110‘Consolidated Financial Statements’ 
 Section 129(3) of the Companies Act, 2013 
 Companies (Accounts) Rules, 2014 
 

Part II -- Requirements of Relevant Standards & Laws 

 Section 129(3) of the Companies Act, 2013 
Where a company has one or more subsidiaries, including associate company and joint venture, 
it shall, in addition to its own financial statements prepare a consolidated financial statement of 
the company and of all the subsidiaries in the same form and manner as that of its own. (1 mark) 
 

 Companies (Accounts) Rules, 2014, 
The consolidation of financial statements of the company shall be made in accordance with the 
provisions of Schedule III to the Act and the applicable accounting standards. However, a company 
which is not required to prepare consolidated financial statements under the Accounting 
Standards, it shall be sufficient if the company complies with provisions on consolidated financial 
statements provided in Schedule III of the Act. (1 mark) 
 

 Ind AS 110‘Consolidated Financial Statements’ (1 mark) 
However, an investment entity need not present consolidated financial statements if it is required, 
in accordance with Ind AS 110‘Consolidated Financial Statements’, to measure all of its subsidiaries 
at fair value through profit or loss. A parent shall determine whether it is an investment entity.  
An investment entity is an entity that 
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 obtains funds from one or more investors for the purpose of providing those investor(s) with 
investment management services;  

 commits to its investor(s) that its business purpose is to invest funds solely for returns from 
capital appreciation, investment income, or both; and  

 measures and evaluates the performance of substantially all of its investments on a fair value 
basis. 

 

Part III – Case Discussion 

 In the given case, H Limited is an investment company preparing its financial statements in 
accordance with Ind AS and the company had invested 25% in SI Ltd., 50% in S2 Ltd. and 60% in 
S3 Ltd. of the respective share capitals of the investee companies. (0.25 mark) 

Part IV – Conclusion  

 In view of provisions discussed in Ind AS 110, the Company is not required to prepare consolidated 
financial statements however, for the compliance of Companies (Accounts) Rules, 2014, it shall be 
sufficient if the company complies with provisions on consolidated financial statements provided 
in Schedule III of the Act. 
 

Thus, it can be concluded that ultimate authority on consolidation is AS / Ind AS as prescribed by 
law and if they give some exemption it should be followed. If out of exemption some subsidiaries 
are not consolidated, then list should be disclosed in notes to accounts with reason. (0.75 mark) 

Author’s Note  

1. 

#controversy 
 

This answer originally when provided by ICAI in suggested of NOV 18 (New) was not correct but  later 
on Board of Studies changed the answer after discussion with the author. 

2.  AS-21 , gives two exemption from consolidation. 

(a) Temporary Holding 
(b) Restriction on repartrition of funds 

But IND-AS 110, does not gives above two exemptions.So consolidation will be required as 
per IND-AS 110, even in above two points (a) & (b) are applicable. 

3. IND-AS 110 gives exemptions in folowing cases  

(i) Investment entities  
(ii) Intermediary Subsidiaries(provided all conditions are satisfied) 

Employee benefit plans covered under IND-AS 19 

 
Question No.5 

Q5 (a) 
Explain the liability of the auditor under section 35 of the Companies Act, 2013, for 
making an untrue statement in the report (as an expert forming a part of the prospectus)   
                                                                                           (6 marks) 
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Answer 
Part I -- Relevant Standards & Laws 

 Section 35 of the Companies Act, 2013 
Part II -- Requirements of Relevant Standards & Laws 

A civil action against the auditor may either take the form of claim for damages on account of 
negligence or that of misfeasance proceeding for breach of trust or duty: 

 Damages for negligence:  (1 mark) 
Sec 35 of Companies Act 2013 (Damages due to misleading content in Prospectus) .  
Civil liability for misstatement in prospectus under Section 35 of the Companies Act, 2013, are: 
 Condition for Civil Liability 

Where a person has subscribed for securities of a company acting on any statement 
included, or the inclusion or omission of any matter, in the prospectus which is 
misleading and has sustained any loss or damage as a consequence thereof, the company 
and every person who- 
Examples 
 Any statement: - Company has 50 acres of land near Delhi. 
 Inclusion: - Graph showing false growth of sales in past 12 months. 
 Omission: - Schedule of cases against company was missing. 
 

 Apart from company who will be responsible? (1 mark) 
 (Promoter) 

 is a promoter of the company; 
 (Director) 

 is a director of the company at the time of the issue of the prospectus 
 (To be director) 

has authorized himself to be named and is named in the prospectus as a director of 
the company or has agreed to become such director either immediately or after an 
interval of time; 

 (Authoriser) 
has authorised the issue of the prospectus; and 

 (Expert) 
is an expert referred to in sub-section (5) of section 26 (Who is engaged & given consent 
to issue prospectus), shall, without prejudice to any punishment to which any person may 
be liable under section 36, be liable to pay compensation to every person who has 
sustained such loss or damage. 
 

(Amendment) (1 mark) 
No person above shall be liable , if he proves  
That, as regards every misleading statement purported to be made by an expert or contained 
in what purports to be a copy of or an extract from a report or valuation of an expert, it was 
a correct and fair representation of the statement, or a correct copy of, or a correct and fair 
extract from, the report or valuation; and he had reasonable ground to believe and did up 
to the time of the issue of the prospectus believe, that the person making the statement 
was competent to make it and that the said person had given the consent required by sub-
section (5) of section 26 to the issue of the prospectus and had not withdrawn that consent 
before delivery of a copy of the prospectus for registration or, to the defendant's knowledge, 
before allotment thereunder. 
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 Punishment( 0.50 marks) 
Notwithstanding anything contained in this section, where it is proved that a prospectus has 
been issued with intent to defraud the applicants for the securities of a company or any 
other person or for any fraudulent purpose, every person referred to in subsection (1) shall be 
personally responsible, without any limitation of liability, for all or any of the losses or 
damages that may have been incurred by any person who subscribed to the securities 
on the basis of such prospectus. 
 

 Relief from punishment( 0.50 mark each point) 
(a) No person shall be liable under sub-section (1), if he proves— 

 (Withdrawal of consent and issue without consent) 
that, having consented to become a director of the company, he withdrew his consent 
before the issue of the prospectus, and that it was issued without his authority or 
consent or 

 

 (Issue without consent and reasonable public notice given about the same) 
o that the prospectus was issued without his knowledge or consent, and that on 

becoming aware of its issue, he forthwith gave a reasonable public notice that it 
was issued without his knowledge or consent. 
 

 Expert( 0.50 mark) 
It may be noted that the term “expert” as defined in Section 2(38) of the Companies Act, 
2013 includes an engineer, a valuer, a chartered accountant, a company secretary, a cost 
accountant and any other person who has the power or authority to issue a certificate 
in pursuance of any law for the time being in force. Also, that under Section 26 of the Act 
a statement may be considered to be untrue, not only because it is so but also if it is 
misleading in the form and context in which it is included. (5 years old profits figures were 
highlighted as annual profits at many places)  

 

The liability would arise if the written consent of the auditor to the issue of the prospectus, 
including the report purporting to have been made by him as an “expert” has been obtained.  

 

 Liability for misfeasance: ( 1 mark) 
The term “misfeasance” implies a breach of trust or duty. The auditor of a company would be 
guilty of misfeasance if he has been guilty of any breach of trust or negligence in the performance 
of his duties which has resulted in some loss or damage to the company or its property. 
(Auditor disclosed confidential information about company / made public draft audit report 
before discussing it with management etc) 

Note  
“Headings in Comics font”  are included by author to help the students in remembering the 
points. 
 

Q5 (b) 
“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.” 
What are the relevant sections of the Companies Act, 2013 and steps involved in auditor 
of Government Companies?                                                             (5 marks) 
 
Answer 
Part I -- Relevant Section & Laws 

 Section 143(5), 143(6) and 143(7) of the Companies Act, 2013  
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Part II -- Requirements of Relevant Section & Laws 

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

 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. ( 1.25 mark) 

 

 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. ( 1.25 mark) 
 

 Comment upon or supplement such Audit Report under section 143(6)(b) of the 
Companies Act, 2013 – ( 1.25 mark) 
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. 
 

 Test audit under section 143(7) of the Companies Act, 2013 –( 1.25 mark) 
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. 

 

Q5 (c) 
M/s LMN, a firm of Chartered Accountants responded to a tender from a State Government 
for computerization of land revenue records for this purpose, the firm also paid Rs 50,000 
as earnest deposit as part of the terms of the tender.                                     (5 marks) 

Answer 

Part I -- Relevant Laws    

 Clause (6) of Part I of First Schedule to the Chartered Accountants Act, 1949 (1 Mark) 
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Part II -- Requirements of Relevant Laws 

 The Clause 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. (1 Mark) 
As per the guidelines issued by council a 
member can respond to tenders where 
minimum fees of the assignment is 
prescribed in the tender document itself 
or where the areas are open to other 
professionals along with Chartered 
Accountants. (1 Mark) 

 

Further, in respect of a non-exclusive 
area, members are permitted to pay 
reasonable amount towards earnest 
money/security deposits. (0.5 Mark) 

 

Part III – Case Discussion 

 In the present case, M/s LMN, a firm of Chartered Accountants responded to a tender from a State 
Government for computerization of land revenue records. (0.5 Mark) 

Part IV – Conclusion  

In the instance case, since computerization of land revenue records does not fall within exclusive areas 
for chartered accountants, M/s LMN can respond to tender as well as deposit ` 50,000 as earnest 
deposit and shall not have committed any professional misconduct. (1 Mark) 
 

Q5 (d) 
In cases like holding back cash sales, collections by travelling salesmen, V.P.P receipts, or 
casual receipts, e.g., sales of scrap, recoveries out of debts written off earlier, etc., the 
amount or amounts of receipts embezzled may be subsequently covered up by the 
perpetrator adopting certain methods. In a company, it is suspected that there has been 
embezzlement in cash receipts.  The company appoints you as an investigator. What are 
the areas you would verify?                                                                                                                   (4 marks) 
 
Answer 
 Cash Receipts: -( 0.50 mark each point ) 

 Showing a larger cash discount than actually allowed.  
 Issuing a receipt to the payee for the full amount collected and entering only a part of the 

amount on the counterfoil.  
 Adjusting a fictitious credit in the account of a customer for the value of goods returned.  
 Adjusting a cash sale as a credit sale and raising a debit in the account of the customer.  
 Writing off a good debt as bad and irrecoverable to cover up the amount collected.  
 Short debiting the customer’s account in the ledger with an intention to withdraw the 

difference when the full amount payable. 
 Under-casting the receipts side of the Cash Book. 
 Over-casting the payment side Cash Book. 
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Question No.6 
Q6 (a) 
Briefly discuss the importance and role of auditor with respect to actuarial process for 
Life Insurance business.                                                                (6 marks) 
 

Answer 
 Actuarial Process:  

(Change in Role from Supervision to Certification) 
 Actuaries in Life Insurance business have gained tremendous importance. The role of Actuary 

in life insurance has shifted from supervising compliance to certify whether products and 
financial reports are in accordance with the general regulatory guidelines. ( 1.2  mark) 

 

(Affects Pricing & Valuations) (1.2 mark) 
 The job of actuary or actuarial department in any Life Insurance Company involves, detailed 

analysis of data to quantify risk. The actuarial department is calculating and modelling hub of 
the Company. Within the department fundamentals of Insurance business is determined from 
pricing to policy valuations techniques. 

 

 Role of Auditor:   
(Certification of Actuarial Valuation) ( 1.2 mark) 
 Auditors in the Audit report are required to certify, whether the actuarial valuation of liabilities 

is duly certified by the appointed actuary, including to the effect that the assumptions for such 
valuation are in accordance with the guidelines and norms, if any, issued by the authority 
and/or the Actuarial Society of India in concurrence with the IRDA. 

 
 

(Certificate of Actuary & Evaluation of Actuaries Work) ( 1.2 mark) 
 Hence, Auditors generally rely on the Certificate issued by the Appointed Actuary, certifying 

the Policy liabilities. However, Auditor may discuss with the Actuaries with respect to process 
followed and assumptions made by him before certifying the Policy liabilities. 

 

 Actuarial department broadly concentrates following key areas of Insurance business:  
(0.20 mark each point ) 
 Product Development/Pricing and Experience analysis. 
 Model Development. 
 Statutory Valuations and reserving. 
 Business Planning. 
 Solvency management. 
 Management reporting on various business valuations and profitability models of the Life 

Insurance business. 
 

Note 
Actuary concentrates on 
Weekdays – “PMS” (portfolio management services) 
Weekend - “BMS” (book my show) 

 

Q6 (b) 
Identify the controls which are automated, manual or IT dependent manual for the below 
mentioned cases?  
(i). Price master configured in the sales master can only be edited by authorised personnel in 

the system.  
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(ii). Invoice cannot be booked in SAP in case Purchase orders are not approved. 
(iii). Inventory ageing report is pulled out from the system based on which provisioning is 

calculated after analyzing the future demand by the inventory personnel and approved by 
the controller.  

(iv). All invoices are signed by warehouse personnel before the goods are dispatched to the 
customer. 

(v). Credit limit is assigned to the customer and goods cannot be sold in excess of credit limit 
configured in the system.  

(vi). All changes to the credit limit is approved manually by sales manager. 
(vii). Ageing report is pulled out from SAP based on which provisioning is calculated by accounting 

personnel and approved by financial controller.  
(viii). PO, GRN (Good received note) and invoice are matched by the system before it is posted 

in the financial records.                                                                 (4 marks) 
 
Answer 
(0.50 marks each point) 
(i) Automated control as there is inbuilt control for editing of the price master by the authorized 

personnel.  
(ii) Automated control as system doesn’t allow approval of invoice in case Purchase Order is not 

booked.  
(iii) IT dependent manual control as Inventory ageing report is pulled out from the system after which 

provision for inventory is manually approved.  
(iv) Manual control as sign off is required to be done for the invoice before the dispatch of the goods.  
(v) Automated control as system doesn’t allow goods to be sold if credit limit assigned to the customer 

has been crossed.  
(vi) Manual control as sign off is required for every change to the credit limit.  
(vii)  IT dependent manual control as ageing report is relied upon for calculation of provisioning for 

debtors.  
(viii) Automated control as PO, GRN and invoice is matched by the system before recording 

of the invoice to the vendor account. 
 

Q6 (c) 
Vijay Maniyar & Associates, a firm of Chartered Accountants, is of the view that under 
GST law, audit can only be undertaken by the Departmental officers and there is no scope 
of audit under said law for the Chartered Accountants. You are required to advise Vijay 
Maniyar & Associates on the same.                                                    (5 marks) 
 
Answer 
 Types of Audit under GST Law by Chartered Accountants: Contention of Vijay Maniyar & 

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

 Sec 35   (0.50 marks) 
 Audit of accounts [Section 35(5) read along with section 44(2) and rule 80] 
 

 Sec 66  (0.50 marks) 
 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] 
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 Audit under Sec 35   
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: 
 

 Applicability of Audit & Qualifications  (0.50 marks) 
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. 
 

 Submission of Audited Annual Accounts & Reconciliation  (0.50 marks) 
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  (0.50 marks) 
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. 

 

 
 
 
 
 
 
 
 

 

 Use of Expert in Delivery Justice (0.50 marks) 
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.  
 

 Audit Under Sec 66 (0.50 marks) 
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.  
 

 Timing (0.50 marks) 
An Assistant Commissioner who nurses an opinion on the above two aspects, after 
commencement and before completion of any scrutiny, enquiry, investigation or any other 
proceedings under the Act, may direct a registered person to get his books of accounts 
audited by an expert. Such direction is to be issued in accordance with the provision of 
Rule 102 (1) FORM GST ADT-03 
 

 Reason for Such Audit (0.50 marks) 
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 determine what is the normal limit of input credit availed. 
 

 
 

 
Value of supplies declared in audited 

Annual Financial Statement 
Value of supplies declared in Annual return 
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 Prior Approval of Commissioner  (0.25 marks) 
The Assistant Commissioner needs to obtain prior permission of the Commissioner to issue 
such direction to the taxable person. 
 

 Auditor Nominated by Commissioner (0.25 marks) 
Identifying the expert is not left to the registered person whose audit is to be conducted 
but the expert is to be nominated by the Commissioner. Audit of accounts [Section 35(5) 
read along with section 44(2) and rule 80]. 

 

Q6 (d) 
Funtoosh Ltd has five entertainment centers to provide recreational facilities for public 
especially for children and youngsters at five different locations in the peripheral of 250 
kilometers Collections are made in cash Specify the adequate internal control system 
towards collection of money.                                                           (5 marks) 
 
Answer 
 Internal Control System:  

In order to achieve proper internal control over the sale of tickets and its collection by 
Funtoosh Ltd., following system should be adopted- 
 

 Printing of tickets:  
Serially numbered pre-printed tickets to avoid duplication to prevent forgery.  
Non-repetition of serial no. for reasonable period. ( 1 Mark ) 

                                   ( 2 Marks ) 
 Advance booking: System shall ensure that all advance booked tickets are paid 

for. 
 Ticket sales: Sale of tickets should take place from the Central ticket office , 

preferably through machines 
 Discounts and free pass: Discount policy should be properly authorized and 

such authorization should be preserved 
 Daily cash reconciliation: : Cash collection should be reconciled with the 

number of tickets sold. Serial number of tickets will facilitate the reconciliation. 
 Daily banking: Each day’s collection should be deposited in the bank on next 

working day. Cash should be in the custody of properly authorized person , 
preferably in joint custody. Daily cash in hand report should be signed by the 
authorized persons. 
 

 Entrance ticket: Entrance tickets should be cancelled at the entrance gate ( 1 Mark ) 
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 Surprise check: Internal audit system should carry out periodic surprise checks for cash counts, 
daily banking, reconciliation and stock of unsold tickets etc. ( 1 Mark ) 

 
Author’s Note  
In the Institute’s answer each point was an individual point by itself .However in order to give 
a better picture for the sake of understanding the points : 
-A diagram has been created and  
-Points have been rearranged in the order of the diagram 

 
Question No.7 
Q7 (a) 
Draft an Audit programme for conducting the audit of a Public Trust registered under section 
12A of the Income-tax Act, 1961.                                                       (5 marks) 
 
Answer 
An auditor should conduct routine checking during the course of audit of a public trust, in the 
following manner: 
 Check the books of account and other records having regard to the system of accounting 

and internal control (1 marks) 
 

 Vouch the transactions of the trust to satisfy that 
 all incomes due to the trust have been properly accounted for on the basis of the 

system of accounting followed by the trust; (1 marks) 
 

 all expenses and outgoings appertaining to the trust have been recorded on the 
basis of the system of accounting followed by the trust; and (1 marks) 

                                (0.40  marks each point ) 
 the transaction falls within the ambit of the trust; 
 the transaction is properly authorized by the trustees or other delegated 

authority as may be permissible in law; 
 amounts shown as applied towards the object of the trust are covered by the 

objects of the trust as specified in the document governing the trust. 
 Obtain a trial balance on the closing date certified by the trustees. 
 Obtain the Balance Sheet and Profit & Loss Account of the trust 

authenticated by the trustees and check the same with the trial balance with 
which they should agree. 

 

Q7 (b) 
ABC Chartered Accountants have been appointed as concurrent auditors for the branches of 
Effective Bank Ltd. for the year 2017-18. You are part of the audit team for Agra branch 
of the bank and have been instructed by your senior to verify the advances of the audit period. 
You are required to guide your assistant about the areas to be taken care while doing 
verification during the concurrent audit.                                                   (6 marks) 
 
Answer                                                                                                              (0.50 marks each point) 
The items to be covered in the current audit of advances of a bank are as follows-  

 Ensure that loans and advances are sanctioned properly.  
 Verify whether the sanctions are in accordance with the delegated authority.  
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 Check whether letters of credit issued by the branch are within the delegated power and 
ensure that they are genuine trade transactions.  

 Verify the instances of exceeding delegated powers have been promptly reported.  
 Verify the frequency and geniuses of such exercise of authority beyond to delegated powers 

of the concerned officials. 
 Ensure that securities and documents have been received and properly charged/registered. 
 Ensure that post disbursement supervision and follow up is proper 
 Verify whether there is any misuse of loans and advances and whether there are instances 

indicative of diversion of funds.  
 Verify the classifications of advances are as per RBI directions.  
 Ensure proper follow up of overdue bills of exchange.  
 Verify whether the submission of claims to DICGC and ECGC is in time.   
 Check bank guarantees issued are properly worked and recorded. 

 

Q7 (c) 
The manager of ZedEx (P) Ltd. approached CA. Vineet in the need of a certificate in respect 
of a consumption statement of raw material. Without having certificate of practice (CoP), CA. 
Vineet issued the certificate to the manager of the company, acting as a CA in practice and 
applied for the CoP to the Institute on very next day to avoid any dispute.           (4 marks) 
 
Part I -- Relevant Standards & Laws  

 As per Clause (1) of Part II of Second Schedule to the Chartered Accountants Act, 1949 
Part II -- Requirements of Relevant Standards & Laws 

 As per Clause (1) of Part II of Second Schedule to the Chartered Accountants Act, 1949, a 
member of the Institute, whether in practice or not, shall be deemed to be guilty of 
professional misconduct, if he contravenes any of the provisions of this Act or the regulations 
made thereunder or any guidelines issued by the Council. (1.5  marks) 
This clause requires every member of the Institute to act within the framework of the Chartered 
Accountants Act and the Regulations made thereunder. Any violation either of the Act or the 
Regulations by a member would amount to misconduct. (1.5 marks) 

Part III – Case Discussion  

 In the given case, CA. Vineet has issued a certificate in respect of a consumption statement of 
raw material to the manager of ZedEx (P) Ltd., as a Chartered Accountant in practice when he 
had not even applied for the CoP to the Institute, thereby contravening the provisions of 
section 6 of the Chartered Accountants Act, 1949. (0.25 marks) 

Part IV – Conclusion   

Therefore, CA. Vineet will be held guilty of professional misconduct in terms of clause(1) of Part II of 
Second Schedule to the Chartered Accountants Act, 1949 for contravention of provisions of this Act 
by issuing certificate in respect of a consumption statement of raw material. (0.75 marks) 
 

Note  
Following has not been included in detail by the institute in answer, however as per author it is 
advisable that it shall be included. Students are free to take their stand. 
 

Section 6 -Certificate of Practice tells about the significance of COP. 

 No member of the Institute shall be entitled to practise whether in India or elsewhere unless 
he has obtained from the Council a certificate of practice. 
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 A member who is not in practice is precluded from accepting engagement to render services 
of any of the types normally prescribed for a Chartered Accountant, even though for doing so, 
he does not require special qualifications 

 

So, CA Vineet has contravened with of the provisions of section 6 of the CA Act ,1949 by issuing the 
raw material consumption certificate to the manager of the company. 
 

Q7 (d) 
Paragraph 3(x) of CARO, 2016 requires the auditor to report 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. The clause does not require the auditor to discover such frauds. 

The scope of auditor’s inquiry under this clause is restricted to frauds ‘noticed or reported’ 
during the year. Comment.                                                                     (5 marks) 

Answer 
Paragraph 3(x) of CARO, 2016 states that: (1.5 marks) 
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 

 

(1.5 marks) 

This clause requires the auditor to report 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 auditor 
is req. to state:- 

 the amount involved and 
 the nature of fraud.  

 
 

The clause does not require the auditor to discover such frauds. The scope of auditor’s inquiry under 
this clause is restricted to frauds ‘noticed or reported’ during the year. (0.50 marks) 
 

The use of the words “noticed or reported” indicates that the management of the company should 
have the knowledge about the frauds by the company or on the company by its Officer and employees 
that have occurred during the period covered by the auditor’s report. (0.50 marks) 
 

It may be noted that this clause of the Order, by requiring the auditor to report whether any fraud by 
the company or on the company by its Officer or employees has been noticed or reported, does not 
relieve the auditor from his responsibility to consider fraud and error in an audit of financial 
statements. (0.50 marks) 
In other words, irrespective of the auditor’s comments under this clause, the auditor is also required 
to comply with the requirements of Standard on Auditing (SA) 240, “The Auditor’s Responsibility 
Relating to Fraud in an Audit of Financial Statements”. (0.50 marks) 
 


