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ADVANCE AUDITING AND PROFESSIONAL ETHICS 
(FULL COURSE) (OLD SYLLABUS) 

SUGGESTED ANSWERS 

Q.1a 
Mr. A, a practicing Chartered Accountant, audited the financial statements of C Ltd for the previous 
year 2012-13 and expressed an unmodified opinion C Ltd was of the view that Mr. A is not conducting 
the audit properly and therefore, for the current year 2013-14, it appointed Ms. B, a leading 
practicing Chartered Accountant to conduct the audit and present Comparative Financial Statements 
Ms. B, while performing the auditing procedures, found that C Ltd has undercharged the wages of 
Rs 10 lakhs during the previous year resulting in overstatement of profits What are the further 
procedures, Ms. B is required to pursue?                                                        (5 Marks)                                  

Answer 

Part I -- Relevant Standards & Laws (0.5 marks) 
 

SA 710 “Comparative Information—Corresponding Figures and Comparative Financial Statements” 
 

Part II -- Requirements of Relevant Standards & Laws 
 

Requirement of SA  710 
 

According to SA 710 “Comparative Information—Corresponding Figures and Comparative Financial Statements”, 
if the financial statements of the prior period were audited by a predecessor auditor, in addition to expressing 
an opinion on the current period’s financial statements, the auditor shall state in another Matter paragraph: 
(1) That the financial statements of the prior period were audited by a predecessor auditor; 
(2) The type of opinion expressed by the predecessor auditor and, if the opinion was modified, the reasons 
therefor; and 
(3) The date of that report, unless the predecessor auditor’s report on the prior period’s financial statements is 
revised with the financial statements.    (2.5 marks) 
 

However, if the auditor concludes that a material misstatement exists that affects the prior period financial 
statements on which the predecessor auditor had previously reported without modification, the auditor shall 
communicate the misstatement with the appropriate level of management and those charged with governance 
and request that the predecessor auditor be informed. If the prior period financial statements are amended, and 
the predecessor auditor agrees to issue a new auditor’s report on the amended financial statements of the prior 
period, the auditor shall report only on the current period. (1.5 marks) 
 

Part III – Case Discussion 
In the given case, Mr. A has issued an audit report without modification for the previous year 2012-13. While Ms. 
B found a material discrepancy of undercharging wages of ` 10 lakhs during the year 2012-13. 
 

Part IV – Conclusion (0.5 marks) 
Hence, Ms. B is required to communicate the matter to the management and request them to inform the same 
to Mr. A. After revision or non-revision of the prior period’s financial statements, Ms. B may report accordingly 
as stated above. 
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Q.1b 
You have been appointed as the auditor of Top Health Ltd. for 2017-18 which was audited by CA 
Trustworthy in 2016-17. As the Auditor of the company state the steps you would take to ensure 
that the Closing Balances of 2016-17 have been brought to account in 2017-18 as Opening Balances 
and the Opening Balances do not contain misstatements.                                     (5 marks) 
 
Answer 
Part I -- Relevant Standards & Laws (0.5 marks) 
 

SA 510, Initial Audit Engagements- Opening Balances 
 

Part II -- Requirements of Relevant Standards & Laws 
 

Requirement of SA 510 
 

The auditor shall obtain sufficient appropriate audit evidence about whether the opening balances contain 
misstatements that materially affect the current period’s financial statements by: 
(a) Determining whether the prior period’s closing balances have been correctly brought forward to the current 
period or, when appropriate, any adjustments have been disclosed as prior period items in the current year’s 
Statement of Profit and Loss; (0.75 marks) 
(b) The auditor shall read the most recent financial statements, if any, and the predecessor auditor’s report 

thereon, if any, for information relevant to opening balances, including disclosure.  (0.75 marks) 
(c) Performing one or more of the following: 

 Where the prior year financial statements were audited, perusing the copies of the audited financial 
statements including the other relevant documents relating to the prior period financial statements;  
 Evaluating whether audit procedures performed in the current period provide evidence relevant to the 
opening balances; or 
 Performing specific audit procedures to obtain evidence regarding the opening balances. (0.75 marks) 

(d) Determining whether the opening balances reflect the application of appropriate accounting policies          ( 
0.75 marks )          
 

For current assets and liabilities, some audit evidence about opening balances may be obtained as part of the 
current period’s audit procedures.  
 

For example, the collection/ payment of opening accounts receivable/ accounts payable during the current 
period will provide some audit evidence of their existence, rights and obligations, completeness and valuation 
at the beginning of the period. (0.75 marks) 
 

In respect of other assets and liabilities such as property plant and equipment, investments, long term debts, the 
auditor will examine the records relating to opening balances. The auditor may also be able to get the 
confirmation from third parties (e.g., balances of long-term loan obtained from banks can be confirmed from 
the Bank Loan statement).   (0.75 marks) 
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Q.1c 
A ltd has outsourced its payroll calculation activity to B Ltd, with the context of SA 402. 

a) Define Type 1 & Type 2 report.          
b) Which type of report can be used for obtaining understanding about the design and 

implementation of controls at the service organisation. 
c) Which type of report can be used for obtaining audit evidence about the operating 

effectiveness of those controls                                                        ( 5 marks ) 

Answer 

Part I -- Relevant Standards & Laws (0.5 marks) 
 

SA 402-Audit Considerations Relating to An Entity Using a Service Organisation 
 

Part II -- Requirements of Relevant Standards & Laws 
 

Requirement of SA 402  
 

a) 

When the entity outsources it’s any of the activity to the service organisation , the auditor of the user entity is 
required to Obtain an Understanding of the Services Provided by a Service Organisation, Including Internal 
Control over such services provided. 

One such procedure as specified under SA 402 for Obtaining an Understanding of the Services Provided by a 
Service Organisation, Including Internal Control over such services is obtaining TYPE  1 or TYPE 2 report from 
the auditor of the service organisation. 

TYPE 1 Report: (1.5 marks) 

Report on the description and design of controls at a service organisation (referred to in this SA as a Type 1 
report) – A report that comprises:  

(i) A description, prepared by management of the service organisation, of the service organization’s system, 
control objectives and related controls that have been designed and implemented as at a specified date; and  

(ii) A report by the service auditor with the objective of conveying reasonable assurance that includes the service 
auditor’s opinion on the description of the service organization’s system, control objectives and related controls 
and the suitability of the design of the controls to achieve the specified control objectives.  

TYPE 2 Report: (1.5 marks) 

Report on the description, design, and operating effectiveness of controls at a service organisation (referred to 
in this SA as a Type 2 report) – A report that comprises:  

(i) A description, prepared by management of the service organisation, of the service organization’s system, 
control objectives and related controls, their design and implementation as at a specified date or throughout a 
specified period and, in some cases, their operating effectiveness throughout a specified period; and  
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(ii) A report by the service auditor with the objective of conveying reasonable assurance that includes: a. The 
service auditor’s opinion on the description of the service organization’s system, control objectives and related 
controls, the suitability of the design of the controls to achieve the specified control objectives, and the operating 
effectiveness of the controls; and b. A description of the service auditor’s tests of the controls and the results 
thereof. 

b) 

If the user auditor is unable to obtain a sufficient understanding from the information and data available, the 
user auditor shall obtain that understanding from one or more of the additional procedures. One of the 
procedures is obtaining a Type 1 or Type 2 report, if available; (0.75 marks) 

c)  

Tests of Controls: When the user auditor’s risk assessment includes an expectation that controls at the service 
organisation are operating effectively, the user auditor shall obtain audit evidence about the operating 
effectiveness of those controls from one or more procedures, one of the procedures is obtaining a Type 2 report, 
if available; (0.75 marks  

Q.1d 
Write short notes on - Inquiry                                                                  (5 marks) 

Answer 

Part I -- Relevant Standards & Laws 
 

SA 500, Audit Evidence, 
SEC 143(1) and SEC 143(3) of Companies Act 2013 
 

Part II -- Requirements of Relevant Standards & Laws 
 

Requirement: 
 

Inquiry consists of seeking information of knowledgeable persons, both financial and non- financial, within the 
entity or outside the entity.  Inquiry is used extensively throughout the audit in addition to other audit 
procedures. Inquiries may range from formal written inquiries to informal oral inquiries.  
 

Evaluating responses to inquiries is an integral part of the inquiry process. Responses to inquiries may provide 
the auditor with information not previously possessed or with corroborative audit evidence. Alternatively, 
responses might provide information that differs significantly from other information that the auditor has 
obtained, for example, information regarding the possibility of management override of controls. In some cases, 
responses to inquiries provide a basis for the auditor to modify or perform additional audit procedures. 
 

Although corroboration of evidence obtained through inquiry is often of particular importance, in the case of 
inquiries about management intent, the information available to support management’s intent may be limited. 
In these cases, understanding management’s past history of carrying out its stated intentions, management’s 
stated reasons for choosing a particular course of action, and management’s ability to pursue a specific course 
of action may provide relevant information to corroborate the evidence obtained through inquiry. In respect of  
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some matters, the auditor may consider it necessary to obtain written representations from management and, 
where appropriate, those charged with governance to confirm responses to oral inquiries. 
 

Requirements of Sec 143(1) and Sec 143(3)  
 

This Section of the Companies Act, 2013 also casts upon the auditor a specific duty to inquire into certain 
specified transactions. 
 
Auditor has to make a statement in his report whether he has obtained all information and explanation that he 
considered necessary for audit. This is possible through inquiry, as one of the methods of obtaining information. 

Q.2a 
P, a Chartered Accountant in practice, accepts appointment as statutory auditor for LMN Pvt Ltd 
Q, brother of P has substantial interest in LMN Pvt Ltd.                                 (4 marks) 

Answer 

Part I -- Relevant Standards & Laws (1 marks) 
 

As per Clause (4) of Part I of Second Schedule, Section 141(3)(f) of the Companies Act, 2013 
 

Part II -- Requirements of Relevant Standards & Laws 
 

Requirement: 
 

Accepting Appointment as an Auditor where Relative Holding Substantial Interest: As per Clause (4) of Part 
I of Second Schedule, a CA in practice is deemed to be guilty of professional misconduct if he expresses his 
opinion on financial statements of any business or enterprise in which he, his firm or a partner in his firm has a 
substantial interest. As per Council General Guidelines, 2008, the above restriction is also made applicable for 
relatives of the members. 
 

Further, as per Section 141(3)(f) of the Companies Act, 2013, a person shall not be eligible for appointment as 
an auditor of a company whose relative is a director or is in the employment of the company as director or key 
managerial personnel.   (2 marks) 
 

Part III -- Facts  
 In the instant Case, since Q, a relative has a substantial interest in LMN Pvt. Ltd. 
 

Part IV – Conclusion (1 marks) 
 P cannot conduct the audit and needs to vacate the office. Thus, Q will be guilty of misconduct 
in terms of above clause. 

Q.2b 
P ltd holds 60 % shares of Q ltd, which holds 100 % shares of R ltd. P ltd has prepared consolidated 
financial statements so Q ltd has informed all its 200 shareholders that they won’t be preparing 
consolidated financial statements. Only 3 shareholders objected and asked for consolidated financial 
statements. What should Q Ltd do?                                                          (4 marks) 

Answer 

Part I -- Relevant Standards & Laws (0.5 marks) 
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Section 129(3), Proviso to 129(3) 
 

Part II -- Requirements of Relevant Standards & Laws 
 As per Section 129(3)- (1 marks) 
Where a company has one or more subsidiaries or associate companies, it shall, in addition to financial 
statements provided under sub-section (2), prepare a consolidated financial statement of the company and of 
all the subsidiaries and associate companies in the same form and manner as that of its own and in accordance 
with applicable accounting standards, which shall also be laid before the annual general meeting of the company 
along with the laying of its financial statement under sub-section (2): 
 

Proviso: -  ( 1.5 marks) 
“Provided further that nothing in this rule shall apply in respect of preparation of consolidated financial 
statements by a company if it meets the following conditions: — 
(i) it is a wholly-owned subsidiary, or is a partially-owned subsidiary of another company and all its other 
members, including those not otherwise entitled to vote, having been intimated in writing and for which the 
proof of delivery of such intimation is available with the company, do not object to the company not presenting 
consolidated financial statements; 
(ii) it is a company whose securities are not listed or are not in the process of listing on any stock exchange, 
whether in India or outside India; and 

(iii) its ultimate or any intermediate holding company files consolidated financial statements with the Registrar 
which are in compliance with the applicable Accounting Standards.” 

Facts 

P ltd has prepared consolidated financial statements so Q ltd has informed all its 200 shareholders that they 
won’t be preparing consolidated financial statements. Only 3 shareholders objected and asked for consolidated 
financial statements. 

Conclusion (1 marks) 
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Since one of the conditions as specified in point (i) of proviso, that no one shall object to the intimation made 
by the company regarding non-preparation of consolidated financial statement is not satisfied in this case hence 
no exemption is available to Q ltd. 

Q.2c 
Audit planning is not a discrete phase but a continuous phase                                 (4 marks) 

Answer 
Part I -- Relevant Standards & Laws         ( 0.5 marks) 
 

SA 300, Planning an Audit of Financial Statements 
 

Part II -- Requirements of Relevant Standards & Laws 
 

Requirement of SA 300  
 

Planning an Audit of Financial Statements, planning is not a discrete phase of an audit, but rather a continual 
and iterative process that often begins shortly after (or in connection with) the completion of the previous audit 
and continues until the completion of the current audit engagement  

Planning, however, includes consideration of the timing of certain activities and audit procedures that need to 
be completed prior to the performance of further audit procedures. (0.75 marks) 
  

Planning includes the need to consider, prior to the auditor’s identification and assessment of the risks of material 
misstatement, such matters as-( 0.25 marks for each point) 
 

♦ Obtaining a general understanding of the legal and regulatory framework applicable to the entity and how 
the entity is complying with that framework. 
 

♦ The determination of materiality. 
 

♦ The analytical procedures to be applied as risk assessment procedures. 
♦ The performance of other risk assessment procedures. 
 

♦ The involvement of experts.                   
 

The auditor may decide to discuss elements of planning with the entity’s management to facilitate the conduct 
and management of the audit engagement (for example, to coordinate some of the planned audit procedures 
with the work of the entity's personnel). Although these discussions often occur, the overall audit strategy and 
the audit plan remain the auditor's responsibility. When discussing matters included in the overall audit strategy 
or audit plan, care is required in order not to compromise the effectiveness of the audit.  
For example, discussing the nature and timing of detailed audit procedures with management may compromise 
the effectiveness of the audit by making the audit procedures too predictable.  (1.5 marks) 
 

Q.2d 
"Rakshak (an auditing firm) was appointed as an auditor of A ltd two years ago. This year the size 
of the A ltd has increased, several new branches were opened. To cope up with the increased work  
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load auditor thought of increasing the size of the audit team. Rakshak   demanded more fees from 
A Ltd as the cost of audit to the firm will increase with the increase in audit team   but the company 
is not interested in increasing the fees of the auditor. So, to match up with the fees auditor this 
year while conducting audit:                                                               

a) Increased the materiality Level for financial statement as a whole. 

b) To reduce sample sizes used in tests of detail, the samples were 
selected based on judgement rather than statistical method and only parts of the population being 
tested were sampled, for example, certain locations were not included in the sample of non-current 
assets selected for physical verification. 

Give your views on the audit conducted by Rakshak Ltd.                                    (4 marks)  

Answers 

Part I -- Relevant Standards & Laws 
 

SA 320-Materiality in Planning and performing Audit evidence, SA 530 - Audit Sampling 
 

Part II -- Requirements of Relevant Standards & Laws 
 

Requirement of SA: 
 

As per SA 320 – 

Materiality for the financial statements as a whole (and, if applicable, the materiality level or levels for particular 
classes of transactions, account balances or disclosures) may need to be revised as a result of: 

a) a change in circumstances that occurred during the audit (for example, a decision to dispose of a major part 
of the entity’s business),  

b) new information, 
c)  or a change in the auditor’s understanding of the entity and its operations as a result of performing further 

audit procedures. (1.5 marks) 

As per SA 530: 
 

SA 530 Audit Sampling requires the auditor to determine a sample size sufficient to reduce sampling risk to an 
acceptably low level, and to select items for the sample in such a way that each sampling unit in the population 
has a chance of selection. 
 

With statistical sampling, sample items are selected in a way that each sampling unit has a known probability of 
being selected. With non-statistical sampling, judgment is used to select sample items. Because the purpose of 
sampling is to provide a reasonable basis for the auditor to draw conclusions about the population from which 
the sample is selected, it is important that the auditor selects a representative sample, so that bias is avoided, by 
choosing sample items which have characteristics typical of the population.  (1.5 marks) 

 
 
 



 

Auditguru.in                                                                                                                         9 | P a g e  
 

CA Ravi Taori 
 

Facts  
a)Co had refused to agree to an increase in audit fees despite an increase in the company’s operations. 
Consequently, the audit firm increased the materiality level used during the audit,  
b) Reduced the sample sizes, the samples were selected based on judgement rather than statistical method and 
only parts of the population being tested were sampled 
 

Conclusion    
The materiality level being increased leads to a risk that insufficient audit evidence may have been obtained to 
support the audit opinion. (0.25 marks) 
 
The use of judgmental sampling to reduce the sample size, or in the selection of items which are not 
representative of the whole population  
- may result in sample sizes being smaller than it would have been selected using statistical sampling methods 
which may led to inappropriate audit conclusions being made. (0.25 marks)- 
   -There is an also a high risk that these items have not been subject to sufficient audit procedures and that 
the relevant assertions have not been covered by audit testing. (0.25 marks) 
-It indicates that appropriate quality control procedures have not been applied to the audit.  (0.25 marks) 
 

Q.3a 
"Comment on the following with reference to the Chartered Accountants Act, 1949 and Schedules 
thereto: 

M/s ABC, a firm of Chartered Accountants has taken a loan for acquiring computers, from a company 
whose Managing Directors’ son is an Articled Trainee with A, a partner of M/s ABC” (4 marks) 

Answers 
Part I -- Relevant Standards & Laws (1 marks) 
 

Clause (1) of Part II of Second Schedule to the CA Act 1949. 
 

Part II -- Requirements of Relevant Standards & Laws 
 

Requirement: 
 

(2 marks) 
As per Clause (1) of Part II of Second Schedule to the under. Regulation 47 of the Chartered Accountant’s 
Regulations, 1988, prohibits a member from accepting any premiums or loans or any deposit in any form from 
an articled Chartered Accountants Act, 1949, a chartered accountant is deemed to be guilty of professional 
misconduct if he contravenes any of the provisions of Chartered Accountants Act, 1949 or Regulations made 
thereu clerk directly or indirectly. However, M/s ABC has taken loan from a company whose Managing Director 
happens to be father of articled clerk with Mr. A, a partner of M/s ABC. In this case, the articled trainee has no 
direct interest in that company. There has been a case wherein a chartered accountant was held guilty of 
professional misconduct because he took a loan from a firm in which the articled clerk and his father were both 
interested. 
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Part III -Facts 
in this case as per the facts, the articled trainee has no direct interest in the company. However, if relationship, 
direct or indirect, can be established in view of relationship of articled trainee with MD of the company, Mr. A of 
M/s ABC would be held liable for professional misconduct. 
 

Conclusion (1 marks) 
M/s ABC would be guilty of professional misconduct under this clause if it is proved that the loan was related to 
the engagement of the articled clerk. 

 
Q.3b 
What is 'Other Comprehensive Income' as per Ind-AS? What are its components?        (4 marks) 

Answer 

Other Comprehensive Income as per Ind-AS and its Components: 
 Other comprehensive income comprises items of income and expenses (including reclassification adjustments) 
that are not recognized in profit or loss as required or permitted by other Ind AS.    (0.75 marks) 
 

The Standard requires an entity to disclose reclassification adjustments and income tax relating to each 
component of other comprehensive income. Reclassification adjustments are the amounts reclassified to profit 
or loss in the current period that were previously recognized in other comprehensive income. (0.75 marks) 
 

Components of Other Comprehensive Income: (0.25 marks for each points) 
(i) Changes in revaluation surplus; 
(ii) Re-measurements of the defined benefit plans; 
(iii) Equity Instruments through Other Comprehensive Income; 
(iv) Fair value changes relating to own credit risk of financial liabilities designated at fair value through profit or 
loss; 
(v) Share of Other Comprehensive Income in Associates and Joint Ventures, to the extent not to be classified into 
profit or loss; and 
(vi) Exchange differences in translating the financial statements of a foreign operation; 
(vii) Debt instruments through Other Comprehensive Income; 
(viii) The effective portion of gains and loss on hedging instruments in a cash flow hedge; 
(ix) Share of other comprehensive income in Associates and Joint Ventures, to the extent to be classified into 
profit or loss; and 
(x) Others (specify nature) 

Q.3c 
Write a short note on Content of Management Discussion and Analysis             (4 marks) 

Answers                 

Content of Management Discussion and Analysis:                            
(1) As part of the directors’ report or as an addition thereto, a Management Discussion and Analysis report should 
form part of the Annual Report to the shareholders.  This Management Discussion & Analysis should include 
discussion on the following matters within the limits set by the company’s competitive position: (0.25 marks for 
each point) 
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(i)Industry structure and developments. 

(ii) Opportunities and Threats. 
(iii) Segment–wise or product-wise performance. 
(iv) Outlook 
(v) Risks and concerns. 
(vi) Internal control systems and their adequacy. 
(vii) Discussion on financial performance with respect to operational performance. 
(viii) Material developments in Human Resources/Industrial Relations front, including number of people 
employed. 
 

(2) Senior management shall make disclosures to the board relating to all material financial and commercial 
transactions, where they have personal interest, that may have a potential conflict with the interest of the 
company at large (for e.g. dealing in company shares, commercial dealings with bodies, which have shareholding 
of management and their relatives etc.) (1.5 marks) 
 

Explanation: For this purpose, the term "senior management" shall mean personnel of the company who are 
members of its core management team excluding the Board of Directors). This would also include all members 
of management one level below the executive directors including all functional heads. 
 

3) The Code of Conduct for the Board of Directors and the senior management shall be disclosed on the website 
of the company.      (0.5 marks) 
 

Q.3d 
Write a short note on - Permanent Consolidated Adjustments                      (4 marks) 
 
Answer 
Adjustments that are made only on the first occasion of the preparation and presentation of consolidated 
financial statements.  (1 marks) 
 

Permanent consolidated adjustments are: (1 mark each) 
(a) determination of excess or deficit of the cost to the parent of its investment in a subsidiary over the parent’s 
portion of equity of the subsidiary, at the date on which investment in the subsidiary is made (determination of 
goodwill or capital reserve); 
(b) determination of the amount of equity attributable to minorities at the date on which investment in subsidiary 
is made; and 
(c) determination of goodwill or capital reserve arising on application of equity method to account for 
investments in associates in consolidated financial statements. 
 

Q.4a 
Comment on the following with reference to the Chartered Accountants Act, 1949 and schedules 
thereto: 
M/s LMN & Associates, a firm of Chartered Accountants responded to a tender issued exclusively 
for Chartered Accountants by an organisation in the area of tax audit However no minimum fee was 
prescribed in the tender document.                                                               (4 marks) 
 
Answer 
Part I -- Relevant Standards & Laws (1 marks) 
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Clause (6) of Part I of the First Schedule to the Chartered Accountants Act, 1949 
 

Part II -- Requirements of Relevant Standards & Laws 
 

Requirement: 
 

Responding to Tenders: Clause (6) of Part I of the First Schedule to the Chartered Accountants Act, 1949 lays 
down guidelines for responding to tenders, etc. It states that a member may respond to tenders or enquiries 
issued by various users of professional services or organizations from time to time and secure professional work 
as a consequence. 
 

However, a member of the Institute in practice shall not respond to any tender issued by an organization or user 
of professional services in areas of services which are exclusively reserved for Chartered Accountants, such as 
audit and attestation services. Though, such restriction shall not be applicable where minimum fee of the 
assignment is prescribed in the tender document itself or where the areas are open to other professionals along 
with the Chartered Accountants. (2 marks) 
 

Part III - - Facts 
In the instant case, M/s LMN & Associates responded to a tender of tax audit which is exclusively reserved for 
Chartered Accountants even though no minimum fee was prescribed in the tender document. 
 

Part IV - - Conclusion (1 marks) 
Therefore, M/s LMN & Associates shall be held guilty of professional conduct for responding to such tender in 
view of abovementioned guideline. 
 

Q.4b 
The growth and development in the field of information technology is a fast paced one and unless 
the auditors are alert to such developments and take pre- emptive action in upgrading their 
knowledge, they may find difficulty in coping with such advancement. Explain few instances of the 
recent changes which may need to be addressed in discharging their responsibilities in such 
environment.                                                                                       (6 marks) 
 
Answer 
The growth and development in the field of information technology is a fast paced one and unless the auditors 
are alert to such developments and take pre-emptive action in upgrading their knowledge, they may find 
difficulty in coping with such advancement.  
 

Following are a few instances of the recent changes which may need to be addressed in discharging their 
responsibilities in such environment: (0.50 marks for each point) 
(1) Mainframes are substituted by mini/micro users. 
(2) There is a shift from proprietary operating system to more universal ones like UNIX, LINUX, Programming in 
'C' etc. 
(3) Relational Data Base Management (RDBMS) are increasingly being used. 
(4) The methodology adopted for systems development is becoming crucial and CASE (Computer Aided Software 
Engineering) tools are being used by many organisation. 
(5) End user computing is on the increase resulting in decentralized data processing. 
(6) The need for data communication and networking is increasing. 
(7) Common business documents are getting replaced by paperless electronic data interface (EDI). 
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(8) Conventional data entry giving way to scanner, digitized image processes, voice recognition system etc. 
 
The impact of all such change on auditing may be summarized as: (0.5 marks for any 4 points) 
(a) wide-spread end-user computing may result in unintentional errors creeping into systems owing to inept 
handling. Also coordinated program modification may not be possible. 
(b) improper use of decision support system can have serious repercussion. Also, their underlying assumption 
must be clearly documented. 
(c) Usage of sophisticated audit software would be a necessity. 
(d) Auditors non-participation at System Development Life Cycle State (SDLC) pose considerable problem in 
understanding the operational controls. 
(e) Data communication and networking would introduce new audit risk. 
(f) The move toward paperless EDI would eliminate much of the traditional audit trail radically changing the 
nature of audit trails 
 

Q.4c 
Comment on the following taking into consideration CA Act 1949: 

(i) A CA in practice started teaching students. He took classroom on rent. He placed board outside 
his class giving details of subject contact details his photograph and his name.            (3 marks) 
 

(ii) Mr. Anil Ambani for the purpose of manufacturing the “RAFAL” in India “under make in India 
scheme took a loan from. 

- France government of Rs 5000 crores 

- Hindustan Aeronautical Ltd (a government company) of Rs 3700 crores 

- Indian Government of Rs 3000 crores. 

However due to some political pressures from the opposition party the deal got dumped and Mr. 
Ambani was not able to repay the above loans. Report under CARO 2016.                   (3 marks) 

Answer 

a) 
Part I -- Relevant Standards & Laws 
   

Clause 11, Part 1, First Schedule & Clause 6, Part 2, Second Schedule of CA Act 1949. 
 

Part II -- Requirements of Relevant Standards & Laws 
 

Requirement: 
 

As per First Schedule, Part 1, Clause 11 (1 marks) 
A chartered accountant in practice shall not engage in any business or occupation other than the profession of 
accountancy, except with the permission granted in accordance with a resolution of the Council. 
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Permission for Teaching 
1.The Council has granted general permission (for private tutorship, and part-time tutorship under Coaching 
organization of the Institute) and  
2.specific permission (for part-time or full-time tutorship under any educational institution other than Coaching 
organization of the Institute). 
 

Restrictions 
Such general and specific permission granted is subject to the condition that the direct teaching hours devoted 
to such activities taken together should not exceed 25 hours a week in order to be able to undertake attest 
functions. 
 

Second Schedule, Part 2, Clause 6 (1 marks) 
Keeping in view Clause (6) of Part I of the First Schedule to the Chartered Accountants Act, 1949, an advertisement 
of Coaching /teaching activities by a member in practice may amount to indirect solicitation, as well as 
solicitation by any other means, and may therefore be violative of the provisions of Clause (6) of Part I of the 
First Schedule to the Chartered Accountants Act, 1949. 
 

Abstain from Advertising 
In view of the above, such members are advised to abstain from advertising their association with 
Coaching/teaching activities through hoardings, posters, banners and by any other means, failing which they 
may be liable for disciplinary action, as per the provisions of Chartered Accountants Act, 1949  
 

Sign Board Allowed 
Subject to the above prohibition, such members may put, outside their Coaching /teaching premises, sign board 
mentioning the name of Coaching/teaching Institute, contact details and subjects taught therein only. As regards 
the size and type of sign board, the Council Guidelines as applicable to Firms of Chartered Accountants would 
apply. 
 

Part III - - Facts 
Here in this case A CA in practice started teaching students. He took classroom on rent. He placed board 
outside his class giving details of subject contact details his photograph and his name. 
 

Part IV - - Conclusion (1 marks) 
There is no restriction on member in practice in teaching students. However, there are certain restrictions 
on the advertising. Members should abstain from advertising their association with Coaching/teaching activities 
through hoardings, posters, banners and by any other means, failing which they may be liable for disciplinary 
action. Sign board should also mention only the name of Coaching/teaching Institute, contact details and 
subjects taught therein only. Hence CA is guilty of professional misconduct under Second Schedule, Part 2, 
Clause 6 
 
b) 
 

Part I -- Relevant Standards & Laws  
  

Clause VIII of CARO 16  
 

Part II -- Requirements of Relevant Standards & Laws 
 

Requirement: 
 

Clause VIII  
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Whether the company has defaulted in repayment of loans or borrowing to a financial institution, bank, 
government or dues to debenture holders?  
If yes, the period and the amount of default to be reported. (1 marks) 
  
Facts: 
Mr. Anil Ambani for the purpose of manufacturing the “RAFAL” in India “under make in India “scheme 
took a loan from 

- France government of Rs 5000 crores 

- Hindustan Aeronautical Ltd (a government company) of Rs 3700 crores 

- Indian Government of Rs 3000 crores. 

However due to some political pressures from the opposition party the deal got dumped and Mr. Ambani 
was not able to repay the above loans. 
 

Conclusion (2 marks) 
 

It should be noted that under clause VIII the auditor is required to report only if the company has defaulted in 
repayment of loans or borrowing to a financial institution, bank, government or dues to debenture holders 
However, the default of loan taken from France government (foreign government) & Hindustan Aeronautical 
Ltd (a government company) is not required to be reported. Government for the purpose of this clause 
includes only Indian government and does not includes government company. 
 

Q.5a 
 
"Comment on the following with reference to the Chartered Accountants Act, 1949 and schedules 
thereto: 
 AB & Co, a firm of Chartered Accountants, included the name of P as a partner while filing an 
application for empanelment as auditor for Public Sector bank branches It was subsequently noticed 
that on the date of application, P was not a partner with AB & Co"                         (4 marks) 
 
Answers 
Part I -- Relevant Standards & Laws (1 marks) 
 

Under clause 3 of Part II of second schedule, a Chartered Accountant Act 1949 
 

Part II -- Requirements of Relevant Standards & Laws 
 

Requirement: 
 

Under clause 3 of Part II of second schedule, a Chartered Accountant whether in practice or not is guilty of 
professional misconduct if he includes in any information, statement, return or form to be submitted to the 
Institute, Council or any of its committees, Directors (Discipline), Board of Discipline, Disciplinary Committee, 
Quality Review Board or the Appellate Authority any particulars knowing them to be false. (2 marks) 
 

Part III -- Facts 
In the instant case A B & Co. included another Chartered Accountant name as partner in his firm, in his application 
for empanelment as Auditor of branches of Public Sector Banks submitted to the Institute. 
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Part IV—Conclusion (1 marks) 
In fact, such a member was not a partner of the said firm on the date of application. He will be held guilty of 
professional misconduct. 
 

Q.5b 
Write a short note on - Solvency margin in case of an insurer carrying on general insurance business.  
                                                                                                    (4 marks) 
Answer 
Part I -- Relevant Standards & Laws (0.5 marks) 
 

Section 64VA of the Insurance Act, 1938 as amended by Insurance Laws (Amendment) Act, 2015 
 

Part II -- Requirements of Relevant Standards & Laws 
 

Requirement: 
 

Solvency Margin in Case of an Insurer Carrying on General Insurance Business: Section 64VA of the 
Insurance Act, 1938 as amended by Insurance Laws (Amendment) Act, 2015 requires every insurer and re-insurer 
to maintain an excess of the value of assets over the amount of liabilities at all times which shall not be less than 
50% of the amount of minimum capital as stated under section 6 (requirement as to capital) of the Act and 
arrived at in the manner specified by the regulations.  (1 marks) 
 

The Authority, by way of regulation, shall specify a level of solvency margin known as ‘control level of solvency’. 
However, in certain special circumstances, the authority may direct application of this provision with some 
modifications provided this shall not result in the control level of solvency being less than what is stipulated in 
above para. (1 marks) 
 

If, at any time, an insurer or re-insurer does not maintain the required control level of solvency margin, he is 
required to submit a financial plan to the Authority indicating the plan of action to correct the deficiency. If, on 
consideration of the plan, the Authority finds it inadequate, the insurer has to modify the financial plan.  (0.75 
marks) 
 

Maintenance of solvency margin has a great importance for an insurance company considering their size and 
nature of business and also involvement of public money. Sub-section (2) of section 64VA states that if an insurer 
or re-insurer fails to comply with the prescribed requirement of maintaining excess of value of assets over 
amount of liabilities, it shall deemed to be insolvent and may be wound up by the Court on an application made 
by the authority.    (0.75 marks) 
 

Q.5c 
 

How do you examine claims against the Bank not acknowledged as debts?                   (4 marks) 
 

Answer 
Examination of claims against the Bank not acknowledged as debts: (1 mark each) 
- The auditor should examine the relevant evidence, for example correspondence with lawyers, claimants, 
workers/officers and workmen’s/officer’s unions.  
-The auditor should also review the minutes of the meeting of the Board of directors/committees of the Board, 
contracts, agreements and arrangements, list of pending legal cases and correspondence relating to taxes, duties 
etc., to identify claims against the bank.  
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-The auditor should ascertain from the management the status of claims 

outstanding as at the end of previous year.  
-A review of subsequent events would also provide evidence about completeness and valuation of claims. 
 

Q.5d 
"Liquim Ltd, a non-resident company, is engaged in the business of extraction of mineral oils having 
turnover of Rs 20 lakhs during the financial year 2015-16 The company claims that its profits and 
gains chargeable to tax under the head Profits and gains of business or profession is lower than the 
deemed income chargeable under section 44BB of the Income Tax Act, 1961 Therefore, it decided 
to get its accounts audited under section 44AB of the Income tax Act, 1961 As a tax auditor, how 
would you report under Form 3CD?                                                               (4 marks) 
 
Answer 
Part I -- Relevant Standards & Laws 
 

Reporting Requirement under Clause (8) and (12) of Form 3CD 
 

Part II -- Requirements of Relevant Standards & Laws 
 

Requirement: 
 

Reporting Requirement under Clause (8) and (12) of Form 3CD:  
 

Under Clause (8) of Form   3CD, the tax auditor is required to mention the relevant clause of section 44AB under 
which the audit has been conducted. If the audit under section 44AB is being conducted by virtue of provisions 
of section 44AE, 44BB and 44BBB, the auditor is required to mention clause (c).  (0.75 marks) 
 

Further, as per Clause (12) of Form 3CD, if the profit and loss account of the assessee includes any profits and 
gains assessable on presumptive basis, the tax auditor has to indicate the amount and the relevant sections 
(44AD, 44AE, 44AF, 44B, 44BB, 44BBA, 44BBB, Chapter XII-G, First Schedule or any other relevant section).  (0.75 
marks) 
 

Part III – Facts (1.5 marks) 
 

In the given case, Liquim Ltd. is a non-resident company which is engaged in the business of extraction of mineral 
oils, hence, its income is chargeable in accordance with the provisions of section 44BB of the Income Tax Act, 
1961. But it has turnover of Rs. 20 lakhs during the financial year 2015-16. Therefore, the company does not need 
to get its accounts audited under section 44AB of the Income Tax Act, 1961 as it is below the prescribed limit 
applicable for auditing of accounts. However, company is claiming lower income in comparison to deemed 
income under section 44BB of the said Act, thus, the company needs to get its accounts audited. 
 

Part IV -- Conclusion 
As per the facts of the case, provisions and explanations given above, the tax auditor of Liquim Ltd. is required 
to mention clause (c) of section 44AB under clause (8) of Form 3CD.  (0.5 marks) 
 

In addition to above, the tax auditor has to indicate under Clause (12) of Form 3CD, the amount of profits and 
gains assessable on presumptive basis under section 44BB of the Income Tax Act i.e. the amount of profits and 
gains credited/debited to the Profit & Loss Account. (0.5 marks) 
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Q.6a 
 

Write a short note on Public Accounts Committee                                              (4 marks) 
    
Answer 
Public Accounts Committee (PAC): The parliament as well as each state legislative sets up a public accounts 
committee to scrutinize the appropriation accounts and the report of the auditors thereon. 
  

The committee also examines financial statements (together with the auditors’ report thereon) of the State 
Corporation and other autonomous and semiautonomous bodies (except Government companies and those 
public undertakings which assigned to the committee on public undertakings). (2.5 marks) 
 

The Public Accounts Committee satisfies itself – (0.5 marks each) 
(i) that the moneys (shown in the accounts) were disbursed legally on the service or purpose to which they were 
applied. 
(ii) that the expenditure was authorized. 
(iii) that re-appropriation has been made in accordance with the provisions made (i.e. distribution of funds). 
 

Q.6b 
Write a short note on Audit vs Investigation                                                    (4 mark) 
 
Answer 
Audit vs. Investigation:  
As Per SA 200 “Overall Objectives of the Independent Auditor and the conduct of an audit in accordance with 
standards on auditing”. The purpose of an audit is to enhance the degree of confidence of intended users in the 
financial statements.  
This is achieved by the expression of an opinion by the auditor on whether the financial statements are prepared, 
in all material respects, in accordance with an applicable financial reporting framework. (0.75 marks) 
 

For auditing on the other hand, the general objective is to find out whether the financial statements show true 
and fair view.  
The auditor seeks to report what he finds in the normal course of examination of the accounts adopting generally 
followed techniques unless circumstances call for a special probe. (0.75 marks) 
 

As per sub section 12 of section 143 of the Companies Act, 2013, if an auditor of a company, in the course of the 
performance of his duties as auditor, has reason to believe that an offence involving fraud is being or has been 
committed against the company by officers or employees of the company, he shall immediately report the matter 
to the Central Government within 60 days of his knowledge and after following the prescribed procedure. (0.75 
marks) 
 

Fraud, error, irregularity, whatever comes to the auditor’s notice in the usual course of checking, are all looked 
into in depth and sometimes investigation results from the prima facie findings of the auditor. 
 

Investigation implies systematic, critical and special examination of the records of a business for a specific 
purpose. The examination conducted under investigation is intensive as well as exhaustive so far as the activities 
or areas of accounting is concerned. Investigation requires a concentrated focus on the subject matter of inquiry 
and related matters. 
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Often, investigations may spread over a period longer than one year and its scope may extend to inquiry beyond 
the books of accounts if the circumstances so require. (0.75 marks) 
 

For example, if fraud is suspected and an accountant is called upon to check the accounts to whether fraud really 
exists and if so, the amount involved, the character of the enquiry changes into investigation. Investigation may 
be undertaken in numerous areas of accounts, e.g., the extent of waste and loss, profitability, cost of production 
etc. It extends scope beyond books of accounts.  (0.50 marks) 
 

Etymologically, auditing and investigation are largely overlapping concepts because auditing is nothing, but an 
investigation used in a broad sense. Both auditing and investigation are fact finding techniques, but their basic 
nature and objectives differ as regards scope, frequency, basis, thrust, depth and conclusiveness. Audit and 
investigation differ in objectives and in their nature. Auditing is general while investigation is specific. (0.50 
marks) 
 

Q.6c 
What are the Management Audit Questionnaires? Give a sample questionnaire for Audit of Inventory. 
                                                                                                     (3 marks) 
Answer 
Management Audit Questionnaire: 
A management audit questionnaire is an important tool for conducting the management audit. It is through 
these questionnaires that the auditors make an inquiry into important facts by measuring current performance.  
Such questionnaires aim at a comprehensive and constructive examination of an organization’s management 
and its assigned tasks. Overall it is concerned with the appraisal of management actions in accomplishing the 
organization’s objectives.  (1 marks) 
 

Its primary objective is to highlight weaknesses and deficiencies of the organisation. It includes: 
-a review of how well or badly the management functions of planning, organizing, directing and controlling are 
being performed. 
- evaluates how effective the decision-making process is accomplishing the stated organisation objectives. (0.5 
marks) 
 

Within this framework, the questionnaire provides a means for evaluating an organization’s ongoing operations 
by examining its major functional areas.  
 

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

- “Yes “answer indicates that the specific area, function, or aspect under study is functioning in an acceptable 
manner; no written explanation is needed in that case. (0.25 marks) 
 

- “No” answer indicates unacceptable performance and should be explained in writing. Questionnaire comments 
on negative answers not only provide documentation for future reference, but, more important, provide 
background information for undertaking remedial action. (0.25 marks) 
 

-Those questions that are not applicable and should be ignored in the audit are checked in the “N.A.” column.  
(0.25 marks) 
 

The management audit questionnaire does not give answers, but simply asks questions. If all questions are 
answered with a ‘yes’, operations are proceeding as desired. On the other hand, if there are one or more ‘no’ 
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answers, difficulties are being experienced and must be explained in writing. If 

the question does not apply, the N.A. (not applicable) column is checked.  (0.50 marks) 
 

Thus, management audit questionnaire for this part of the audit not only serves as a management tool to 
analyses the current situation; more importantly, it enables the management auditors to synthesize those 
elements that are causing organizational difficulties and deficiencies. (0.25 marks) 
 

Q.6d 
"Your firm has been appointed as Central Statutory Auditors of a Nationalized Bank. The Bank 
follows financial year as accounting year State your views on the following issues which were brought 
to your notice by your Audit Manager: 
In case of all such advances which have been classified as non-performing for the first time during 
the current financial year, only the last date of the financial year has been reckoned as the date 
of account becoming non-performing".                                                           (5 marks) 
 
Answer 
It is wrong to take the Balance Sheet date for purposes of classification. In this context, it is important to note 
the concept of past due. An amount should be considered as past due when it remains outstanding for 30 days 
beyond due date. (0.5 marks) 
 

-if any SSI loan amount, the repayment of term loan installment falls due for payment on December 31 and is 
not paid; the amount would become past due if it remains unpaid for 30 days beyond that date. (0.5 marks) 
 

-In case of terms loans, if interest or installment of principal is in arrears for any two quarters out of four quarters 
although default may not be continuously for two quarters during the year by applying past due test, it should 
be classified as non-performing asset and from that date provision should be made. (0.5 marks) 
 

-In the case of other advances, outstanding in the last two quarters would be enough to classify the amount as 
such nonperforming asset if no transaction appears in the last two quarters. (0.5 marks) 
 

As per RBI Circular dated January 29, 1997, if the account of the borrower has been regularized before the 
balance sheet date by repayment of overdue amounts through genuine sources and not by sanction of additional 
facilities, the account need not be treated as NPA in spite of payment of interest and installment were in arrear 
for two quarters.  (0.5 marks) 
 

Bank should, however, ensure that the account remains in order subsequently and a solitary credit entry made 
in the account on or before the balance sheet date which extinguished the overdue amount of interest or 
instalment of principal is not reckoned as the sole criterion for treating the account as a standard asset.  
(0.5 marks) 
 

It has been further clarified that in respect of accounts where there are potential threats of recovery on account 
of erosion in the value of security or non-availability of security and existence of other factors such as frauds 
committed by borrowers, it will not be prudent for banks to classify them first as sub-standard and then as 
doubtful after expiry of two years from the date of account has become NPA. It should be straight way classified 
as doubtful asset or loss asset, as appropriate, irrespective of the period for which it has remained as NPA. 
(2 marks) 
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Q.7a 
 
Mark to Market Margin                                                                   (4 marks) 
 
Answer 
MTM margin is the notional loss, which a stock member or his client would incur, if the net cumulative 
outstanding positions in all securities were closed out at the closing price of the relevant trading day, which is 
different from the price at which the transaction had been entered into. (1.5 marks) 
 

For each security, this is worked out by multiplying the difference between the closing price and the price at 
which the trade was executed by the cumulative buy and sell open position (for buy position the close price 
being lower than actual trade price and for sell position the close price being higher than actual trade price).         
(1.5 marks) 
 

The aggregate amount computed across all securities is MTM margin payable by a member. The mark-to-market 
margin is payable with reference to net position at client’s level (1 marks) 
 

Q.7b 
Explain  
a) Advocacy Threat 
b) Familiarity Threat  
c) Self Review Threat 
d) Intimidation Threat 
    
Give two examples each?                                                                      (4 marks) 
 
Answers 
(a). Advocacy threats: (1 marks) 
 

Which may occur when a professional accountant promotes a position or opinion to the point that subsequent 
objectivity may be compromised 
1. Promoting shares in a listed entity when that entity is a financial statement audit client. 
2. Acting as an advocate on behalf of an assurance client in litigation or disputes with third parties 
 

(b). Familiarity threats: (1 marks) 
 

which may occur when, because of a relationship, a professional accountant becomes too sympathetic to the 
interests of others. 
Example:  
1. A member of the engagement team having a close or immediate family relationship with a director or officer 
of the client 
2.Long association of senior personnel with the assurance client 
 
(c). Self-review threats: (1 marks) 
 

Which may occur when a previous judgment needs to be reevaluated by the Professional accountant responsible 
for that judgment. 
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a) Reporting on the operation of financial systems after being involved in their design or implementation 
b) Having prepared the original data used to generate records that are the subject matter of the engagement 
 
(d). Intimidation threats: (1 marks) 
 

Which may occur when a professional accountant may be deferred from acting objectively by threats, actual or 
perceived. 
1. Being threatened with dismissal or replacement in relation to a client engagement. 
2. Being threatened with litigation. 
 

Q.7c 
True and Fair Cost of Production                                                                (4 marks) 
 
Answer: 
True and Fair Cost of Production: A cost auditor checks the cost accounting records to verify that the cost 
statements are properly drawn up as per the records and that they present a true and fair view of the cost of 
production and marketing of various products dealt with by the undertaking.  (0.75 marks) 
 

The Cost Audit (Report) Rules, 1996 as amended in 2001, prescribe the rules regarding the cost audit report. The 
prescribed format of the report contains assertions regarding whether cost accounting records have been 
properly kept so as to give a true and fair view of the cost of production/ processing/ manufacturing/mining 
activities and marketing of the product under reference.   (0.75 marks) 
  

It may be noted that unlike in the case of audit of financial statements, the cost auditor does not have to state 
whether the cost statements reflect a true and fair view. (0.5 marks) 
 

In any case, the true and fair concept is known to us in the context of financial accounts. Based on that knowledge, 
it may be assumed that the following are the relevant considerations in determining whether the cost of 
production determined is true and fair: (0.25 marks for any 8 points) 
(i) Determination of cost following the generally accepted cost accounting principles. 
(ii) Application of the costing system appropriate to the product. 
(iii) Materiality. 
(iv) Consistency in the application of costing system and cost accounting principles. 
(v) Maintenance of cost records and preparation of cost statements in the prescribed form and having the 
prescribed contents. 
(vi) Elimination of material prior-period adjustments. 
(vii) Abnormal wastes and losses being ignored in determination of cost 
(viii) Other unusual transactions being ignored in determination of cost. 
 

Q.7d 
Write a short note on Reporting stage in Peer Review.                                        (4 marks) 
 
Answer 
Peer Review:  
The term "peer" means a person of similar standing. The term "review" means conduct of re-examination or 
retrospective evaluation of the subject matter.  (0.5 marks) 
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In general, for a professional, the term "peer review" would mean review of work done by a professional, by 
another professional of similar standing. ‘Peer Review’ is defined as, a regulatory mechanism for monitoring the 
performances of professionals for maintaining quality of service expected of them for enhancing the reliance 
placed by the users of financial statements for economic decision-making. (1 marks) 
 

As per the Statement of Peer Review issued by the Institute of Chartered Accountants of India Peer Review 
means: (1.5 marks) 
- An examination and Review of the systems and procedures to determine whether the same have been put in 
place by the Practice Unit for ensuring the quality of assurance services as envisaged by the Technical, 
Professional and Ethical Standards and  
- Whether the same were consistently applied in the period under review.  
 

The examination and review of a practice unit would be carried out by a "reviewer", i.e., a member, selected from 
a panel of reviewers maintained by the Board.  (0.5 marks) 
 

The term "practice unit" means members in practice, whether practicing individually or as a firm of Chartered 
Accountants. (0.5 marks) 
 

Q.7e 
A ltd & B ltd both wants to appoint CA Mahesh as auditor of their Company. CA Mahesh's brother 
works in the accounts department of A ltd as chief accountant .CA Mahesh's sister works as legal 
head and reports to the Managing director of the B ltd. Comment.                          (4 marks) 
 
Answer 
Part I -- Relevant Standards & Laws (0.5 marks) 
 

Section 141 of the Companies Act 2013, Section 2(51) of the Companies Act, 2013 
 

Part II -- Requirements of Relevant Standards & Laws 
 

Requirement: 
 

As per section 141 of the companies act 2013 a person whose relative is a director or is in employment of the 
company as director or key management personnel shall be disqualified from being appointed as the auditor of 
the company. (1.5 marks) 
 

Section 2(51) of the Companies Act, 2013 defines the “key managerial personnel” in relation to a company as: 
a) Chief Executive Officer or  
b) Managing director or the manager;  
c) Company secretary; 
d)  Whole-time director;  
e) Chief Financial Officer,  
f) such other officer, not more than one level below the directors who is in whole-time employment, designated 
as key managerial personnel by the Board,  
g) and such other officer as may be prescribed. (1 marks) 
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Facts 
A ltd & B ltd both wants to appoint CA Mahesh as auditor of their Company. CA Mahesh's brother works in the 
accounts department of A ltd as chief accountant .CA Mahesh's sister works as legal head and reports to the 
Managing director of the B ltd. 
 

Conclusion (1 marks) 
- CA Mahesh can be appointed as an auditor of A ltd, but cannot be appointed as an auditor of B ltd. 
- Chief accountant does not fall under definition of key management person but legal head to the Managing 
director fall under “such other officer, not more than one level below the directors who is in whole-time 
employment, designated as key managerial personnel by the Board” as defined under key management 
person. 
 
 


