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It gives as immense pleasure to launch this book “Audit Ke Sawaal” for CA
FINAL aspirants. The main aim of this book is to make application of the core

concepts of CA Final - Advanced Auditing, Assurance & Professional Ethics

easy.

Learners at CA Final level face issues in interpreting the questions & answering
it correctly. Understanding the problem, the team has compiled & created a set
of question bank and has categorized it on the basis of concepts it belongs to.
We highly recommended to read the provision either from our handwritten

notes “Audit JdR” or ICAI study material before solving questions from this

book.

Out of experience we have marked few questions as important & unique,

aspirants should add more focus to it.

Practice makes human perfect so warriors let’s start practicing.

Happy Learning,
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Q2.

Q3.

Q4.

ANS.

ANS.

CHAPTER 1

Quality Control

SQC 1= QUALITY,CONTROL OF FIRMS THAT. PERFORM/AUDIT'AND REVIEWS

HISTORICAL INFORMATION AND:OTHER ASSURANCE RELATED SERVICE ENGAGEMENTS
PQR & Associates are statutory auditors of a listed company. There arose an issue during the
course of audit relating to related party transactions. The engagement partner wants to consult
engagement quality control reviewer on this matter during the course of audit process itself.
Can he consult with engagement quality control reviewer? Discuss.

It is necessary 1o maintain objectivity of reviewer. Therefore, participation in engagement or making
decisions for engagement team is to be avoided at all costs. However, engagement partner may consult
engagement quality control reviewer during the engagement so as not to compromise his objectivity and

Beta Private Limited has approached a firm of Chartered accountants to assist them inpreparation
of financial statements and issue a compilation report in this regard. Does CA firm have responsibility
in relation to quality control for above said engagement? Discuss with reasons.

Such kind of services fall in category of “related services”. SQC 1 is applicable to all type of engagements
including engagement pertaining to “related services”.

MB & Associates is a partnership firm of Chartered Accountants which was established seven
years back. The firm is getting new clients and has also, been offered new engagement services
with existing clients. The firm is concerned about obtaining such information as it considers
necessary in the circumstances before accepting an engagement with a new client and
acceptance of a new engagement with an existing client. The firm is looking to work with only
select clients to adhere to the Quality Control Standards. Guide MB & Associates about the

matters to be considered with regard to the integrity of a client, as per the requirements of SQC
1.

RTP May 2019

As per SQC 1, the firm should obtain such information as it considers necessary in the circumstances
before accepting an engagement with a new client, when deciding whether to continue an existing
engagement, and when considering acceptance of a new engagement with an existing client. Where issues
have been identified, and the firm decides to accept or continue the client relationship or a specific
engagement, it should document how the issues were resolved.

With regard to the integrity of a client, matters that the firm considers include, for example:

i) The identity and business reputation of the client’s principal owners, key management, related
parties and those charged with its governance,

ii) The nature of the client’s operalions, including its business practices.

ii) Information concerning the attitude of the client’s principal owners, key management and those
charged with its governance towards such matters as aggressive interpretation of accounting
standards and the internal control environment.

iv) Whether the client is aggressively concerned with maintaining the firm'’s fees as low as possible.

v) Indications of an inappropriate limitation in the scope of work.

vi) Indications that the client might be involved in money laundering or other criminal activities.

vi) The reasons for the proposed appointment of the firm and non-reappointment of the previous firm.

| context of an ongoing relationship with that client.

|

| The extent of knowledge a firm will have regarding the integrity of a client will generally grow within the
i

|

M/s NK & Co., Chartered Accountants were appointed as Statutory Auditors of Fresh Juice
| Limited for the F.Y 2019-2020. The previous year's audit was conducted by M/s. LP &
| Associates. After the audit was completed and report submitted, it was found that closing

| balances of last financial year i.e., 2018-19 were incorrectly brought forward. It was found that




M/s NK & Co. did not apply any audit procedures to ensure thyt corre

been brought forward te the current period.

ct open;
OPening b“l“ﬂce N

» : N Aya”
Accondingly, a complaint was filed against NK & Co. in relation to thi Ny

You are required to inform what policies are required to be im
dealing with such complaints and allegations as required by Stang

ANS: | Inthe give
correctly brought forward. A complaint was filed against the auditors in this cont
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(1)

(iti)
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' (v) Where the results of the investigations indicat
' quality control policies and procedures, or non-co

Information, and Other Assurance and Related Services Engagements”,
(1) The firm should establish policies and procedures designed to provide it with re
1t deals appropriately with:

S Mattey,
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nquestion, NK & Co. did not apply audit procedures to ensure that OPening balyy, 5 :
S Vdlanceg h\h
ality Control (SQC) 1 "Quality Control for Firms that Perform Audits and Reviews of Hist

asonable assurancet
Oat

(2) Complaints and allegations that the work performed by the firm fails to ¢
standards and regulatory and legal requirements; and

(b) Allegations of non-compliance with the firm's system of quality control.
Complaints and allegations (which do not include those that are clearly frivolous)
within or outside the firm. They may be made by firm personnel, clients or other
may be received by engagement team members or other firm personnel.
As part of this process, the firm establishes clearly defined channels for firm personnel to raise gy
concemns in a manner that enables them to come forward without fear of reprisals. '

The firm investigates such complaints and allegations in accordance with established policies ang
rocedures. The investigation is supervised by a

omply with Profession

may originate frop,
third partjeg. They

partner with sufficient and appropriate experience
and authority within the firm but who is not otherwise involved in the engagement, and incl

udes
involving

legal counsel as necessary. Small firms and sole practitioners may use the services of 2
suitably qualified external person or another firm to carry out the investigation. Complaints, allegations
and the responses to them are documented.

e deficiencies in the design or operation of the fims
mpliance with the firm’s system of quality control by an

individual or individuals, the firm takes appropriate action.

' Q5. | HK & Co. Chinned Accountants have been auditors of SAT Ltd (a listed entity) for the lastﬁ
' financial years CA. H. partner of the firm. has been handling the audit assignment very ¥¢

' sin

. r
ce the appointment. The audit work of CA. H and her team is reviewed by a senior part®

| CA. K to assure that audit is performed in accordance with professional standards i‘;‘:
 regulatory and legal requirements. CA. K was out of India for some personal reasons, S:ould
| year CA. G has been asked to review the audit work. In your opinion. what areas CA. G s
' consider at the time of review. List any four areas and also comment whether firm is comPY™

| with Standard on Quality Control Or not,

pEQJULY?

- Para 27 of SQC 1” Quality Control for Firms that Perform Audits and Reviews of Hlstlm:;y hreat *
 Information, and Other Assurance and Related Services Engagements”, The familait o

" ..]
- Jll“'
al Fin )

‘ ) ) - . se au 1 1'
| particularly relevant in the context of financial statement audits of listed entities. For thzre than seve!
| 3 1

- €ngagement partner should be rotated after a pre-defined period, normally not 1

years,

| An

\
]

. entiti®
] . of listed
€ngagement quality control review for audits of financial statements

i . . . ,Ciﬁ‘
| Includes considering the following: lation 10 the SF°
{ ) N 8 1 ela
¢ The tngagement team’s evaluation of the firm's independence In € -
€ngagement, -

| Lo ose risks.
~—————_*_ Significant risks identified during the engagement and the responses to th
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e Judgments made, particularly with respect to materiality and significant risks

Whether appropriate consultation has taken place on matters involving differences of opinion or
other diflicult or contentious matters, and the conclusions arising from those consultations

The significance and disposition of corrected and uncorreeted misstatements identified during the
engagement.

The matters to be communicated to management and those charged with governance and, where
applicable, other parties such as regulatory bodies.

* Whether working papers selected for review reflect the work performed in relation to the
significant judgments and support the conclusions reached.

The appropriateness of the report to be issued.

SA 220 - QUALITY/CONTROL'FOR'AN/AUDIT, OF FINANCIAL STATEMENTS

Rishikumar & Co. has been appointed as an auditor of PK Ltd. for the financial year 2016 -17.
CA. Kumar, one of the partners of M/s Rishikumar & Co., completed entire routine audit work
by 29th May, 2017. Unfortunately, on the very next morning, while roving towards office of PK
Ltd. to sign final audit report, he met with a road accident and died. CA. Rishi, another partner
of M/s Rishikumar & Co., therefore, signed the accounts of PK Ltd., without reviewing the work
performed by CA. Kumar. Advise, whether CA. Rishi is right in expressing an opinion on
financial statements the audit of which is performed by another auditor.

[MTP Apr 18]/IMPORTANT

Relying on Work Performed by Another Auditor: As per SA 220 “Quality Control for an Audit of Financial

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

procedures such as the work has been performed in accordance with professional standards and regulatory

and legal requirements; significant matters have been raised for further consideration; appropriate

consultations have taken place and the resulting conclusions have been documented and implemented;

there is a need to revise the nature, timing and extent of work performed; the work performed supports

the conclusions reached and is appropriately documented; the evidence obtained is sufficient and

appropriate to support the auditor’s report; and the objectives of the engagement procedures have been
achieved.

Further, one of the basic principles, which govern the auditor’s professional responsibilities and which
should be complied with wherever an audit is carried, is that when the auditor delegates work to assistants
or uses work performed by other auditor and experts, he will continue to be responsible for forming and
expressing his opinion on the financial information. However, he will be entitled to rely on work performed
by others, provided he exercises adequate skill and care and is not aware of any reason to believe that he
should not have so relied. This is the fundamental principle which is ethically required as per Code of
Ethics.

However, the auditor should carefully direct, supervise and review work delegated. He should obtain
reasonable assurance that work performed by other auditors/experts and assistants is adequate for his
purpose.

Fact:

In the given case, all the auditing procedures before the moment of signing of final report have been
performed by CA. Kumar. However, the report could not be signed by him due to his unfortunate death.
Later on, CA. Rishi signed the report relying on the work performed by CA. Kumar.

Conclusion: Here, CA. Rishi is allowed to sign the audit report, though, will be responsible tjox expressing
the opinion. He may rely on the work performed by CA. Kumar provided he further exercises adequate
skill and due care and review the work performed by him as required in compliance with SA 220.

Q7.

= W ¢ = S
Ramanujan, a CA final student, feels that engagement file in audit engagement should be ready
prior to issue of audit report. Discuss whether Ramanujan’s view is in order.

ANS.

The firm should establish poiitfi'es and procedures for engagement teams to complete the assembly of final

engagement files on a timely basis after the engagement reportswlluvq bq_en finalized. Ex\gaggp_ggt_iﬂlef_
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\ Qua“ty C“nt,°| ‘

should be cnmpl'ctc—d in not more than 60 days after date of auditor's report i cagé‘af»gnéi\t“é““'\~ -
2 v : : : ) ga -
Thus, view of Ramanujam is not in (_)rd er. e ———— - gemﬁnr;' ‘

| BNE & Co. are in midst of audit process of a listefl company, Dl{nng the ¢ U\ré?df N
issue arose relating to revenues from contracts with customers in terms of Ing o Augi.
engagement partner took a certain stand. However, engagement qualj

v ap |
ty cont 115- 'I’h
. . 0l yo.: ‘Mgl
recommended otherwise after review, The engagement Partner js pq Willing ltr“‘lew;
recommendations of reviewer. How can the 'stalemate be ended? 0 cgyy
I case, recommendations of engagement quality control reviewer are p

.,

Ot accepteq b =

s . e 4

| partner and matter is not resolved to reviewer's satisfaction, the matter should be reg olveq ) gaé’ifn@n{.-
- established procedures of firm like by consulting with another prantltloner or firm, or 4 Profes,, ing
| regulatory body. The audit report should be issued only after resolutiop, of matter. onal
| OP & Associates are the statutory auditors of BB Ltd. BB L‘td Is a listed ¢
| operations 5 years back. The field work during the audit of the fina
| company for the year ended March 31,2018 got completed on May 1, 2 .
' was dated May 12, 2018, During the documentation review of the €ngagement, j was Obs:POn
| that the eéngagement quality control review was completed on May 15, 201g, Engage,;ved'
| partner had completed his reviews in entirety by May 10, 2018. Comment, ent

R — — [MTP.gep,. |
Review by Engagement Partner: As per SA 220, “Quality Control for an Augt of Financig] Statemen::" j
the engagement partner shall take responsibility for reviews being performed in accordance wi, the ﬁ,ms

review policies and procedures. For audits of financial statements of listeq entities, the engagement parpy,,

Ompany a5

P d Startaqs
ncial statEmems":}efd ity
018. The auditor’ the

shall:

Determine that an engagement quality control reviewer has been appointed;
* Discuss significant matters arisin

g during the audit €ngagement, includin
the engagement quality control r

g those identifieg during.
eview, with the €ngagement quality contr

ol reviewer: ang

. . - - tion !
Thus, in the given case, signing of auditoy'g reporti.e, on May 12, 2018 which is before the complé
of review engagement quality control review j.

g
— €. May 15, 2018, is not in order. o oviews
During the audit of FMP Ltd, a listed co it

is revi
Mpany, Engagement Partner (EP) completed h:le audit|
and also ensured compliance with independence requirements that apply to control;

| engagement, The engagement files were )5, Teviewed by the Engagement Quahts: oarts®
| Reviewer (EQCR) except the independence assessment documentation. Engagen};il;ityo 2
| Was of the view that matters related to independence assessment are the responst
2% 108 Vi ——_Tthce asse
14

Vi
CA KHUSHBOO GIRISH SANGHA



A FINAL PAPER 3 — ADVANCED AUDITING, ASSURANCE AND PROFESSIONAL ETHICS

1
Engagement Partner and not Engagement Quality Control Reviewer. Engagement Quality

Control Reviewer objected to this and refused to sign off the documentation. Please advise as

|
per SA 220.

VT RTP May 2019, MTP-OCT-19 , May 22/STUDY MATERIAL
S: | As per SA 220, Engagement Partner shall form a conclusion on compliance with independence

requirements that apply to the audit engagement. In doing so, Engagement Partner shall:

e Obtain relevant information from the firm and, where applicable, network firms, to identify and
evaluate circumstances and relationships that create threats to independence;

e Evaluate information on identified breaches, if any, of the firm’s independence policies and procedures
to determine whether they create a threat to independence for the audit engagement; and

e Take appropriate action to eliminate such threats or reduce them to an acceptable level by applying
safeguards, or, if considered appropriate, to withdraw from the audit engagement, where withdrawal
is permitted by law or regulation. The engagement partner shall promptly report to the firm any
inability to resolve the matter for appropriate action.

e Engagement Partner shall take responsibility for reviews being performed in accordance with the
firm's review policies and procedures.

As per SA 220, “Quality Control for Audit of Financial Statements”, for audits of financial statements of

listed entities, Engagement Quality Control Reviewer (EQCR), on performing an engagement quality

control review, shall also consider the engagement team’s evaluation of the firm’s independence in relation

to the audit engagement.

Conclusion:

Engagement Partner is not right. The independence assessment documentation should also be given to
Engagement Quality Control Reviewer for his review.

Q11. | The firm’s system of quality control should include policies and procedures addressing each
element. Explain

Ans: The firm’s system of quality control should include policies and procedures addressing each of the

following elements:

(a) Leadership responsibilities for quality within the firm.

(b) Ethical requirements.

(c) Acceptance and continuance of client relationships and specific engagements.

(d) Human resources.

(e) Engagement performance.

() Monitoring.
Q12. | The firm should establish policies and procedures designed to provide it with reasonable
Imp assurance that the policies and procedures relating to the system of quality control are
relevant, adequate, operating effectively and complied with in practice. Such policies and
procedures should include an ongoing consideration and evaluation of the firm’s system of
quality control, including a periodic inspection of a selection of completed engagements.
Explain in the above context the purpose of monitoring compliance with quality control policies

and procedures.
w (RTP NOV 2019)

Ans: The firm should establish policies and procedures designed to provide it with reasonable assurance
that the policies and procedures relating to the system of quality control are relevant, adequate, operating
effectively and complied with in practice. Such policies and procedures should include an ongoing
consideration and evaluation of the firm’s system of quality control, including a periodic inspection of a
selection of completed engagements.
The purpose of monitoring compliance with quality control policies and procedures is to
provide an evaluation of:

(a) Adherence to professional standards and regulatory and legal requirements; ]

1.5
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(b) Whether the quality control system has been appropriately desig
(c) wscthcr the firm’s quality control policies and procedures have been ap.proy’)riately.app“ed' R
reports that are issued by the firm or engagement partners are appropriate in the CerUmStanceg"
(d) Fcﬁlow-up by appropriate firm personnel so that necessary modifications are promptly Made g,
i licies and procedures. =N ’
—_— ._QLE?IJFX.C_(ﬂrQIPEV__-_-.___ el in acce tanc \\.\,‘_
Q13. |CARaj, an engagement partner wants to take decision, reg:’n‘d fg P ! € and contmuancE
of an audit engagement. Which information, he should obtain before accepting an engﬂgemem
OR
As per SA 220, “Quality Control for an Audit of Financial Statements” the auditoy shoulq obtajy
information considered necessary in the circumstances before accepting an engagement with 5
new client, when deciding whether to continue an existing engagement ang when consideriy,
acceptance of a new engagement with an existing client. Explain

(MTP DEC 21/PAST PAPER MAY 2019 - 5 Mks
Ans. |SQC | requires the firm to obtain information before accepting an engagement, Information sych as the

and erf'e'cfi'veinri{pJéfaen;
(g

and continuance of audit éngagements are appropriate:
() The integrity of the principal owners, key management and those charged with governance of the

(i) Whether the e€ngagement team is competent to
capabilities, including time and resources.

(iii) Whether the firm and the engagement team can comp]

(iv) Significant matters that have arisen during the curr
implications for continuing the relationship,

perform the audit €ngagement and has the necessary

¥y with relevant ethica] requirements; and _
€nt or previous audit engagement, and their

EXAMINER COMMENTS ON THIS QUESTION W
Information required before accepting and continuing an audit €ngagement: Many Examinees explained |

only the disqualifications of an auditor and alsg wrongly focused on describing Management
Responsibility etc. which was not re uired.

Q14. | The éngagement partner sh
éngagement to which that
Control for an audit of fin

B

lity for the overall 'quality on each a.udit
Seuss with reference to SA 220 "Quality

all take the responsibj
Partner is assigned. Dj
ancial statements"

4
' : or an Audit of Financia] Statements”. the engagement partner shal t,?i:
Ans: responsibility for the oyerg]] quality on each audit engagement to which that partner is assigned N
actions of the engagement Partner and appropriate messages to the other members of the engagem
team, in taking responsibility for the overall quality on each audit engagement, emphasise:
(a) The importance to audit quality of: .
= : ) irement
’ () Per forming WOrk that complieg With professiong] Standards and regulatory and legal require™
, (i) Complying with the firm’s qualit control polici icable;
J i) Issui dite v O! policies and procedures ag applicable;
i QH) Ssuing auditor’s TePOIts that are a@ppropriate in the circumstances: and
!; (iv) The engagement team's ability to rajse concemns without fear of reprisals; and
: | (b) The fact that quai 1S €ssentia] ip, erforming aygit engagements
l
[ = r _ XAMIN.ATION COMMENTS ON THIS QUESTION — 1 the
! OSIdO thef exgmmezs. Mentioned only the Points about firm's Quality control P O,I:[C,}o; for &
‘ [ zrczjg[e l;?f © dg:;‘ngta:i 'tin an ¢ ective manper. They did not explain the Quality Co;,éjards, ]
| L £2UCit of Financial Statemensg like com lying with | . rofessiM
' Q15. Tf‘he person conducting the audit gp thlegal —drements or p

ents W
b ould take financial statem

! : not mislead anybody. Explain are to ensure that

‘ |

i
18
| — MTE Dm;szezv
;—m‘__;_ . . >
| Ans. | The person conducting the audit shoy]
|

d not
d take Care tgo €nsure that financial statements woul
Alsfying himself pa1.

HAVI
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e the accounts have been drawn up with reference to entries in the books of account, ‘

e the entries in the books of account are adequately supported by sulficient and appropriate
evidence; ‘

e none of the entries in the books of account has been omitted in the process of compilition and

nothing which is not in the books of account has found place in the statements,

 the information conveyed by the statements is clear and unambiguous;

« the financial statement amounts are properly classified, described and disclosed in conformity with
accounting standards; and

o the statement of accounts present a true and fair picture of the operational results and of the assets
and liabilities.

Q16.

SS Ltd. Is a company listed in India. The Company has appointed M/s Z & Co. as auditors, Mr.
Q CA has recently joined the firm and has been appointed as the engagement partner for the
first time. He understands that it is necessary to ensure the compliance of independence for the
audit team as per standard audit practices. But he could not find as such, any policies and
procedures available with the firm in documented form.

Why do you think that the firm should have policies and procedures to ensure the independence
of the firm in every assignment? How does an engagement partner ensure the compliance of

independence? Discuss with reference to relevant SAs.
(EXAM Q NOV 23)

Ans.

Observance of "Independence" in all engagements is the founding requirement. The firm should establish
policies and procedures designed to provide it with reasonable assurance that the firm, its personnel and
(including experts contracted by the firm and network firm personnel) maintain independence where
required by the Code. Such policies and procedures should enable the firm to: -

a. Communicate its independence requirements to its personnel
b. Identify and evaluate circumstances and relationships that create threats to independence, and to

take appropriate action to eliminate those threats or reduce them to an acceptable level by applying
safeguards, or, if considered appropriate, to withdraw from the engagement.
There should exist a mechanism in the firm by which engagement partners provide the firm with relevant
information about client engagements and personnel of firm promptly notify firm of circumstances and
relationships that create a threat to independence. All breaches of independence should be promptly
notified to firm for appropriate action. Its objective is to ensure that independence

requirements are satisfied.

At least annually, the firm should obtain written confirmation of compliance with its policies and
procedures on independence from all firm personnel required to be independent in terms of the

requirements of the Code.

Note

CA KHUSHBOO GIRISH SANGHAVI 1.7
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CHAPTER 2

General Audltlng Pr1nc1ples and

Audltor S Respon51b111t1es

' SA 240 - THE AUDITOR’S RESPONSIBILITIESTRELATING TO FRAUD INAN AUDIT OF
_‘ .  FINANCIAL'STATEMENTS i £ AER G
Q1. MN & Associates are the statutory auditors of ABC Ltd. for the FY2021- 2022 Durmg the
course of audit, the engagement partner, Mr. Manohar notices a misstatement resulting
from a suspected fraud that brings into question the audit team’s ability to continue
performing the audit. How should the audit team deal with the situation?

During the course of audit, the engagement partner, Mr. Manohar notices a misstatement resultin g from

a suspected fraud that brings into question the audit team’s ability to continue performing
the audit. In such a situation the audit team should:

ANS.

» Determine the professional and legal responsibilities applicable in the circumstances, including
whether there is a requirement for the auditor to report to the person or persons who made the
audit appointment or, in some cases, to regulatory authorities;

» Consider whether it is appropriate to withdraw from the engagement, where withdrawal from
the engagement is legally permitted; and

» If the auditor withdraws: -

» Discuss with the appropriate level of management and those charged with governance, the
auditor’s withdrawal from the engagement and the reasons for the withdrawal and

}

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

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

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

Q2 M/s Innocent Limited has entered into a transaction on 25th February, 2018, near year-
end, whereby it has agreed to pay Rs. 5 lakhs per month to Mr. Yuvraj as annual retainer-

ship fee for "engineering consultation". No amount was actually paid, but Rs. 60 lakhs is

provided in books of account as on March 31, 2018.

Your inquiry elicits a response that need-based consultation was obtained round the year,

but there is no documentary or other evidence of receipt of the service. As the auditor of

M/s Innocent Limited, what would be your approach?

RTP Nov 2019
ANS: | Asper SA 240 on “The Auditor’s Responsibilities Relating to Fraud in an Audit of Financial

Statements”, fraud can be committed by management overriding controls using such techniques
as Recording fictitious journal entries, particularly close to the end of an accounting period, to
manipulate operating results or achieve other objectives.

Facts: Keeping in view the above, it is clear that Company has passed fictitious journal entries near
year end to manipulate the operating results. Also Auditor’s enquiry elicited a response that need-
based consultation was obtained round the year, but there is no documentary or other evidence of
receipt of the service, is not acceptable.

Accordingly, the auditor would adopt the following approach-

If, as a result of a misstatement resulting from fraud or suspected fraud, the auditor encounters

exceptional circumstances that bring into question the auditor’s ability to continue performing the
i audit, the auditor shall:




including whether there is a requirement for the auditor to report to the person Or persons
who made the audit appointment or, in some cases, to regulatory authorities; .
b.  Consider whether it is appropriate to withdraw from the engagement, where withdrawal from

the engagement is legally permitted; and
c¢. If the auditor withdraws:

1. Discuss with the appropriate level of management and those charged with governance,
the auditor’s withdrawal from the engagement and the reasons for the withdrawal: and
Determine whether there is a professional or legal requirement to report to the person or
persons who made the audit appointment or, in some cases, to regulatory authorities, the
auditor’s withdrawal from the engagement and the reasons for the withdrawal.

of the performance of his duties as auditor, has reason to believe that an offence involving fraud is
being or has been committed against the company by officers or employees of the company, he shall
immediately report the matter to the Central Government (in case amount of fraud is Rs. 1 crore or
above)or Audit Committee or Board in other cases (in case the amount of fraud involved is less than
Rs. 1 crore) within such time and in such manner as may be prescribed.

The auditor is also required to report as per Cla

fraud by the company or any fraud on the com
reported during the year; If yes, the nature an

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

. L4 s .
¢ General Auditing Principles and Auditor’s ReSpOnsibﬁ;t};

L eI g A o §
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a. Determine the professional and legal responsibilities applicable in the circumstances.

use (xi) of Paragraph 3 of CARO, 2020, Whether any
pany by its officers or employees has been noticed or |

d the amount involved is to be indicated.

Q3 In the course of audit of Quick Ltd, you suspect that the management has made
misstatements in the financial statements intentionally to deceive the users and to succumb ‘
to pressures to meet market expectations. Elucidate how the fraudulent financial reporting |
may be accomplished and also discuss the techniques of committing fraud by management |
overriding controls. ,

PEQ NOV’20 |

ANS:

In the given case, management of Quick Ltd has made intentional misstateme
the users in order to meet market expectations. Auditor is suspecting su
behavior of the management and in such situations, SA 240 discusses h
financial reporting may be accomplished and also
by management overriding controls.

As per SA 240 on “The Auditor’s Responsibilities Relating to Fraud in an Audit of Financial Statements”
Fraudulent financial reporting may be accomplished by the following:
1. Manipulation, falsification (includin

g forgery), or alteration of accounting records or supporting
documentation from which the financial statements are prepared.

ii. Misrepresentation in or intentional omission from, th
other significant information.

iii. Intentional misapplication of accounting princi

nts to deceive
ch intentional

e financial statements of events, transactions or

mmitted by management overridine controls using
such techniques as:

i.  Recording fictitious journal entries,
manipulate operating results or achieve

ii. Inappropriately adjusting as
balances.

other objectives.

iii.  Omitting, advancing or delaying recognition in
transactions that have occurred during

A d
the financial statements of events an

1 transactions that have occurred c uning the reporting period.
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iv. Concealing, or not disclosing, facts that could affect the amounts Fecorded in the financial |

statements. |
v. Engaging in complex transactions that are structured to misrepresent the financial position |

or financial performance of the entity.
vi. Altering records and terms related to significant and unusual transactions.
M/s Kumar & Co. Chartered Accountants were appointed as statutory auditors of PC hmlted

for the financial year 2020-21. During the course of audit, one of the partners CA. Kumar
observed that there is misappropriation of assets in the form of theft of entity’s inventory
and is perpetrated by employees in relatively small and immaterial amounts. CA. Kumar is
’ concerned with the existence of certain circumstances for increasing the susceptibility of

assets to misappropriation.

Guide CA Kumar with respect to Risk Factor related to misstatements arising from
i misappropriation of assets with reference to relevant Standard on Auditing.

' ANS: | Risk factors that relate to misstatements arising from misappropriation of assets are also classified
according to the three conditions generally present when fraud exists: incentives/pressures,
i opportunities, and attitudes/rationalization. Some of the risk factors related to misstatements arising
from fraudulent financial reporting also may be present when misstatements arising from
misappropriation of assets occur. For example, ineffective monitoring of management and other
deficiencies in internal control may be present when misstatements due to either fraudulent financial
reporting or misappropriation of assets exist. The following are examples of risk factors related

to misstatements arising from misappropriation of assets.
Incentives /Pressures

Personal financial obligations may create pressure on management or employees with access to
cash or other assets susceptible to theft to misappropriate those assets.

Adverse relationships between the entity and employees with access to cash or other assets
susceptible to theft may motivate those employees to misappropriate those assets. For example,
adverse relationships may be created by the following:

» Known or anticipated future employee layoffs.

' » Recent or anticipated changes to employee compensation or benefit plans.
> Promotions, compensation, or other rewards inconsistent with expectations.

Opportunities

Certain characteristics or circumstances may increase the susceptibility of assets to
! misappropriation. For example, opportunities to misappropriate assets increase when there are the

following:

» Inventory items that are small in size, of high value, or in high demand.
~ Easily convertible assets, such as bearer bonds, diamonds, or computer chips.

~ Fixed assets which are small in size, marketable, or lacking observable identification of
ownership.

|

f

? ~ Large amounts of cash on hand or processed.
[

|

Attitudes /Rationalizations

lr Disregard for the need for monitoring or reducing risks related to misappropriations of assets

~ Disregard for internal control over misappropriation of assets by overriding existing controls

ooor by Itamnp to take appropriate remedial action on known deficiencies in internal control

~ Behavior indicating displeasure or dissatisfaction with the entity or its treatment of the
employee.

» Changes in behavior or lifestyle that may indicate assets have been misappropriated.

» Tolerance of petty theft.

e i————————— g
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| saburi Yams Ltd is engaged in mmmfnchfring and trading oi\/}{amf of different types. i
i { huge amount is locked up in account receivables. MoreoYer, ; anagement of S'c}buri 3
1 | Ltd is worried about its Internal Contral system over receipts from ac-count receivap
3 | other receipts. Management wants to understand from you as an auditor few techp;
‘ |
|

3
les a

' i dues g |

' to how receipts can be suppressed resulting into frauds and finally incurring lossegs, 3}

! 0 S SN S —
' Ans: | Few Techniques of how receipts are suppressed are: d

| I (1) Teeming and Lading: Amount received from a customer being mlsappropna.ted; also'to Preven,
its detection the money received from another customer subsequently being credited ¢, the

account of the customer who has paid earlier. Similarly, moneys received from the Custome; |

who has paid thereafter being credited to the account of the second customer and sy, 3

. practice is continued so that no one account is outstanding for payment for any length of time,

i which may lead the management to either send out a statement of account to him or

: communicate with him.

(2) Adjusting unauthorised or fictitious rebates, allowances, discounts, etc. to customer’ accounts
and misappropriating amount paid by them.

(3) Writing off as debts in respect of such balances against which cash has already been receiveq
but has been misappropriated.

(4) Not accounting for cash sales fully.

(5) Not accounting for miscellaneous receipts, e.g., sale of scrap, quarters allotted to the employees,
etc.

(6) Writing down asset values in entirety, selling them subsequently and misappropriating the |
proceeds.

Q6 Misappropriation of Assets involves the theft of an entity’s assets and is often perpetrata
by employees in relatively small and immaterial amounts. However, it can also involve&
management who are usually more able to disguise or conceal misappropriations in way s |
that are difficult to detect. Misappropriation of assets can be accomplished in a variety of '
ways. Analyse and Explain “

(RTP NOV 2018)

OR ;
"Theft of an entity's assets is often perpetrated by employees in relatively small andf
immaterial amounts." Explain the various ways in which the same can be accomplished? |

(PEQ JAN, 2021)

Ans. | Misappropriation of Assets involves:

It involves the theft of an entity’s assets and is often perpetrated by employees in relatively small and
immaterial amounts. However, it can also involve management who are usually more able to disguise

or conceal misappropriations in ways that are difficult to detect. Misappropriation of assets can be
accomplished in a variety of ways including:

¢ Embezzling receipts (for example, misappropriating collections on accounts receivable or diverting
receipts in respect of written-off accounts to personal bank accounts).

e Stealing physical assets or intellectual property (for Stealing physical assets or intellectual property
(for example, stealing inventory for example, stealing inventory for personal use or for sale, stealing
scrap for resale, colluding with a competitor by disclosing technological data in return for payment)

» Causing an entity to pay for goods and services not received (for example, payments to fictitious
vendors, kickbacks paid by vendors to the entity’s purchasing agents in return for inflating prices
payments to fictitious employees).

* Using an entity’s assets for personal use (for example, using the entity’s assets as collateral for ¢ |
personal loan or a loan to a related party) '

¢ Misappropriation of assets is often accompanied by false or misleading records or documents ;’r';
order to conceal the fact that the assets are missing or have been pledged without proP™

| authorization, o

l Q7 Discuss the different ways in which defalcation of cash may take place.

| (RTP MAY 2012
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Defalcation of Cash: Defalcation of cash has been found tc;f)éfbé_t}éxtc_ge}lé_réiiy in the following ways: 1
A) By inflating cash payments. ‘l
Examples of inflation of payments: !
(1) Making payments against fictitious vouchers. :
(2) Making payments against vouchers, the amounts whereof have been inflated. \
(3) Manipulating totals of wage rolls either by including therein names of dummy workers or by |
inflating them in any other manner. “1
(4) Casting a larger totals for petty cash exp
detailed columns so that cross totals show agreement.

B) By suppressing cash receipt Refer Q.5

C) By casting wrong totals in the cash book.

enditure and adjusting the excess in the totals of the |
1
|

Qs

a view to presenting a false state of affairs is a ,

Detection of manipulation of accounts with
arly how this type of fraud is l

task requiring great tact and intelligence. Explain stating cle
generally committed. |
(RTP NOV 2019) |

|

Q9

Ans.

250- CONSIDERAT_IONOFLAWS‘AND 'REGULATIONS I!

g a false |

Manipulation of Accounts: Detection of manipulation of accounts with a view to presentin r
|

state of affairs is a task requiring great tact and intelligence because generally management personnel |
in higher management cadre are associated with this type of fraud and this is perpetrated in methodical j

way. This type of fraud is generally committed:

a. Inflating or suppressing purchases and expenses; ’
b. Inflating or suppressing sales and other items of income, l
c. Inflating or deflating the value of closing inventory; }
d. Failing to adjust outstanding liabilities or prepaid expenses; and ‘
e. Charging items of capital expenditure to revenue or by capitalizi

ST USTATEMENTS G, W
You are auditor of a social media company. Of late, government has tightened noose around

companies operating inthis segmentbybringingina maze of re gulatory legislations to protect
interests of users. How you can proceed to verify that company is compliant with new
regulatory requirements? Besides, what does above situation underscore to you as anauditor?

ANS.

It needs to be verified that the company has put in place systems and procedures to meet with new
The same can be verified by examining policies and procedures developed by

regulatory requirements.
like devising appropriate system of internal control, sensitizing employees

company in this regard

regarding new rules, engaging legal advisors etc.
Further, financial stability of the company may be threatened due to new regulatory requirements. The

management may be under pressure. It is also a fraud risk factor and may need to be evaluated by

auditor.

Q10

Discuss why the potential effects of inherent limitations of an auditor’s ability to detect

material misstatements described in SA 200 are far greater in respect of non-compliance with laws

and regulations?

ANS.

In the context of laws and regulations, the potential effects of inherent limitations on the auditor’s ability

to detect material misstatements are greater for such reasons as the following: -
> There are many laws and regulations, relating principally to the operating aspects of an entity
that typically do not affect the financial statements and are not captured by the entity’s

information systems relevant to financial reporting.
> Non-compliance may involve conduct designed to conceal it, such as collusion, forgery,
deliberate failure to record transactions, management override of controls or intentional

misrepresentations being made to the auditor.
> Whether an act constitutes non-compliance is ultimately a matter for leg

al determination by a

Qi1

court of law. -
CA Anand is the engagement partner for the audit assignment of NHT Ltd. engaged in
its plants in the state of Sikkim. While

manufacture of Iron and Steel bars. The company has
aximum of the labour

verifying the wages record of the company, CA Anand found that m
CA KHUSHBOO GIRISH SANGHAVI 2.5
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employed in the plants of the company was child labour. !'{c questioned the management ofthe
company about the snme to which the management replied that looking in.to th(.g compliance
of such law is outside his scope of financial audit. Give your comments withrespect to gy, |

situntion,
Or

While verifying the employee records in a company, it was found that a major portion of the
labour employed was child labour, On questioning the management, the auditor was tolq
that it was outside his scope of the financial audit to look into the compliance with other |

laws,

__MAY 2018 RTP
Compliance with Other Laws: As per SA 250 “Considerations of Laws and Regulations in an Audit
of Financial Statements”, the auditor is not responsible for preventing non-compliance and cannot he |
expected 1o deteet non-compliance with all laws and regulations. The auditor is responsible for |
obtaining reasonable assurance that the financial statements, taken as a whole, are free from material
misstatement, whether caused by fraud or error. In conducting an audit of financial statements, the

auditor takes into account the applicable legal and regulatory framework.
FFor the complianee with provisions of those laws and regulations generally recognised to have a direct
elfeet on the determination of material amounts and disclosures in the financial statements, the auditor’s
responsibility is to obtain sufficient appropriate audit evidence about compliance with the provisions of
those laws and repulations.

FFor other laws and regulations that do not have a direct effect on the determination of the amounts and
disclosures in the financial statements but compliance with which may be fundamental to the operating
aspects of the business, the auditor's responsibility is limited to undertaking specified audit procedures
to help identify non-compliance with those laws and regulations that may have a material effect on the

financial statements.
Facts: In the instant case, maximum of the labour employed in the plants of the company was child

labour, When CA Anand questioned the management of the company about the same, the management
replied that looking into the compliance of such law is outside his scope of financial audit. Such reply
by the management is not acceptable as such situation may have a material effect on the financial
statements.

Conclusion: Therefore, CA Anand should ensure as to whether any penal provisions will be there for
non- compliance of such law and also whether the same has been duly disclosed by the company. If CA
Anand concludes that such non- compliance has a material effect on the financial statements and the
same has not been adequately reflected in the linancial statements by the company, he shall express an
adverse or a qualified opinion on the financial statements.
As an Auditor of TRP Ltd., you are suspicious that there might be non-compliance with laws
and regulations to which the Company is subject to. Indicate the possible areas or aspects
where you may have to look out for forming an opinion as to whether your suspicion has |

some basis to further inquire.

May 2018
OR |
R & M Co. wants to be alert on the possibility of non-compliance with Laws and
Regulations during the course of audit of SRS Ltd. R & M Co. seeks your guidance for

identifying the indications of non-compliance with Laws and Regulations.
STUDY MATERIAL

|

Indications of Non-Compliance with Laws and Regulations; When the auditor becomes aware of the |

existence of, or information about, the following matters, it may be an indication of non-complian®

with laws and regulations, possible areas or aspects to look out for forming an opinion are:

» Investigations by regulatory organisations and government departments or payment of finéé
or penalties. -
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' "> Payments for unspecified services or loans to consultants, related parties, employees ar |
goimnmmnl cmployees,
> %;xlcs commissions or agent's fees that appear excessive in relation to those
ordinarily paid by the entity or in its industry or to the services actually received
» Purchasing at prices significantly above or below market price.
> Unusual payments in cash, purchases in the form of cashiers’ cheques payable to
bearer or transfers to numbered bank accounts.
» Unusual payments towards legal and retainership fees.
Unusual transactions with companies registered in tax havens. ‘
Payments for goods or services made other than to the country from which the goods or
services originated.
Payments without proper exchange control documentation.
Existence of an information system which fails, whether by design or by accident, to provide an :
adequate audit trail or sufficient evidence.
» Unauthorised transactions or improperly recorded transactions.
Adverse media comment. ,
Q13 During the course of audit of CT Ltd. for the financial year 2017-18, it is noticed that Rs. 3.00 |
lakhs of employee contribution and Rs. 7.50 lakhs of employer contribution towards ;'
employee state insurance contribution have been accounted in the books of accounts in |
respective heads. Whereas, it was found that Rs. 5.00 lakhs only has been deposited with |
ESIC department during the year ended 31st March, 2018. The Finance Manager informed f
the auditor that due to financial crunch they have not deposited the amount due but will |
deposit the amount overdue along with interest as and when financial position improves.
Comment as a statutory auditor

v Y

Y Y

|
4

OR

During the course of audit of GST Ltd. for the financial year 2017 -18, it has noticed that Rs.
3.00 lakhs of employee contribution and Rs. 8.50 lakhs of employer contribution towards
employee state insurance contribution have been accounted in the books of accounts in
respective heads. Whereas, it was found that Rs. 4.50 lakhs only has been deposited with
ESIC department during the year ended 31st March, 2018. The Finance Manager informed
the auditor that due to financial crunch they have not deposited the amount due, but will

deposit the amount overdue along with interest as and when financial position improves.
Comment as a statutory auditor.

MTP-Aug-18
ANS: | Non-Compliance of Laws and Regulations & Reporting Requirements: As per SA 250
“Consideration of Laws and Regulations in an Audit of Financial Statement”, it is the responsibility of
management, with the oversight of those charged with governance, to ensure that the entity’s
operations are conducted in accordance with the provisions of laws and regulations, including
compliance with the provisions of laws and regulations that determine the reported amounts and
disclosures in an entity’s financial statements. The auditor is responsible for obtaining reasonable
assurance that the financial statements, taken as a whole, are free from material misstatement, whether
caused by fraud or error. In conducting an audit of financial statements, the auditor takes into account
the applicable legal and regulatory framework. If the auditor concludes that the non - compliance has a
material effect on the financial statements, and has not been adequately reflected in the financial
statements, the auditor shall express a qualified or adverse opinion on the financial statements.

Further, the auditor is required to report under clause (vii) of Para 3 of CARQ, 2020 whether the
company is regular in depositing undisputed statutory dues including provident fund, employees' state
insurance, income-tax, sales-tax, service tax, duty of customs, duty of excise, value added tax, cess and
any other statutory dues to the appropriate authorities and if not, the extent of the arrears of outstanding_i
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