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You are an audit manager at RMT & Co. and you are considering a number of ethical issues which have 

arisen on some of the firm’s long-standing audit clients. 

ABC Ltd.  

RMT & Co is planning its external audit of ABC Ltd. Yesterday, the audit engagement partner, Ramesh, 

discovered that a significant fee for information security services, which were provided to ABC Ltd. by RMT 

& Co., is overdue. Mr. R hopes to be able to resolve the dispute amicably and has confirmed that he will 

discuss the matter with the finance director, Mr. Keshav, at the weekend, as they are both attending a party 

to celebrate the engagement of Ramesh’s daughter and Keshav’s son. 

XYZ (P) Ltd.  

RMT & Co is the external auditor of XYZ (P) Ltd. and also provides other non-audit services to the company. 

While performing the audit for the current year, the audit engagement partner was taken ill and took an 

indefinite leave of absence from the firm. The ethics partner has identified the following potential 

replacements and is keen that independence is maintained to the highest level: 

 Mr. Pankaj Garg who is also the partner in charge of the tax services provided to XYZ (P) Ltd.  

 Mr. Mohit Taneja who was the audit engagement partner for the preceding five years. 

 Mr. Chetanya Garg who introduced XYZ (P) Ltd. as a client when he joined the firm as an audit partner 

five years ago. 

 Mr. Nikunj Garg who is also the partner in charge of the payroll services provided to XYZ (P) Ltd.  

MN Ltd.  

MN Ltd. is a large public company, and has been an audit client of RMT & Co. for several years. Aadish Jain, a 

partner of RMT & Co, has acted as the engagement quality control reviewer (EQCR) on the last two audits. 

At a recent meeting, he advised that he can no longer be EQCR on the engagement as he is considering 

accepting appointment as a non-executive director and will sit on the audit committee of MN Ltd. 

The board of directors has also asked RMT & Co. if they would be able to provide internal audit services to 

the company. 

PQR Ltd.  

PQR Ltd., a listed company, is one of RMT & Co’s largest clients. Last year the fee for audit and other 

services was ₹1.2 Cr. and this year it is expected to be ₹1.5 Cr. which represents 18% and 19.6% of RMT & 

Co’s total income respectively.                                                                                                                              [RTP-May 2020] 

Q.1 Which of the following statements correctly explains the possible threats to RMT & Co.’s 

independence and recommends an appropriate safeguard in relation to their audit of ABC Ltd.? 

(1) An intimidation threat exists due to the overdue fee and ABC Ltd. should be advised that all fees 

must be paid prior to the auditor’s report being signed. 
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(2) A self-review threat exists due to the nature of the non-audit work which has been performed 

and an engagement quality control review should be carried out. 

(3) A self-interest threat exists due to the relationship between Ramesh and Keshav and Ramesh 

should be removed as audit partner. 

(a) 1, 2 and 3 

(b) 1 and 2 only 

(c) 2 only 

(d) 3 only 

Q.2 Taking into account the concern of the ethics partner, which of the partners identified as potential 

replacements should take over the audit of XYZ (P) Ltd. for the current year? 

(a) Mr. Pankaj Garg  

(b) Mr. Mohit Taneja 

(c) Mr. Chetanya Garg 

(d) Mr. Nikunj Garg 

Q.3 Which of the following correctly identifies the threats to RMT & Co’s independence and proposes an 

appropriate course of action for the firm if Aadish Jain accepts appointment as a non-executive 

director of MN Ltd.? 

 Threats Course of action 

(a) Self-interest and familiarity Can continue with appropriate safeguards 

(b) Self-interest and self-review Must resign as auditor 

(c) Self-review and familiarity Must resign as auditor 

(d) Familiarity only Can continue with appropriate safeguards 
 

Q.4 You are separately considering MN Ltd.’s request to provide internal audit services and the remit of 

these services if they are accepted. 

Which of the following would result in RMT & Co assuming a management responsibility in relation 

to the internal audit services? 

(1) Taking responsibility for designing and maintaining internal control systems. 

(2) Determining which recommendations should take priority and be implemented. 

(3) Determining the reliance which can be placed on the work of internal audit for the external 

audit. 

(4) Setting the scope of the internal audit work to be carried out. 

(a) 1 and 3 

(b) 2, 3 and 4 

(c) 1, 2 and 4 

(d) 3 and 4 only 
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Q.5 Which of the following actions should RMT & Co. take to maintain their objectivity in relation to the 

level of fee income from Weed Co? 

(1) The level of fee income should be communicated to those charged with governance 

(2) Separate teams should be used for the audit and non-audit work 

(3) Request payment of the current year’s audit fee in advance of any work being performed 

(4) Request a pre-issuance review be conducted by an external accountant 

(a) 1 and 4 only 

(b) 3 and 4 only 

(c) 2 and 3 only 

(d) 1, 2, 3 and 4 

 

Answer – Integrated Case Study 1 
Q. No.  Answer Reason 

Q.1 (d) In line with Code of Ethics, a self-interest threat would arise due to the personal relationship 
between the audit engagement partner and finance director. A self-interest threat, not 
intimidation threat, would arise as a result of the overdue fee and due to the nature of the 
non-audit work, it is unlikely that a self-review threat would arise. 

Q.2 (c) In order to maintain independence, Chetanya Garg would be the most appropriate 
replacement as audit engagement partner as he has no ongoing relationship with XYZ (P) Ltd. 
Appointing any of the other potential replacements would give rise to self-review or 
familiarity threats to independence. 

Q.3 (b) If Aadish Jain accepts the position as a non-executive director for MN Ltd., self-interest and 
self-review threats are created which are so significant that no safeguards can be 
implemented. Further as per Code of Ethics, no partner of the firm should serve as a director 
of an audit client and as such, RMT & Co would need to resign as auditor. 

Q.4 (c) Assuming a management responsibility is when the auditor is involved in leading or directing 
the company or making decisions which are the remit of management. Designing and 
maintaining internal controls, determining which recommendations to implement and 
setting the scope of work are all decisions which should be taken by management. 

Q.5 (a) PQR Ltd. is a listed company and the fees received by RMT & Co from the company is 
substantially high. As per Code of Ethics, this should be disclosed to TCWG and an 
appropriate safeguard should be implemented. In this case, it would be appropriate to have a 
pre-issuance review carried out prior to issuing the audit opinion for the current year. 
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ABC Ltd., is one of the leading companies in the pharmaceuticals manufacturing industry. 75% Equity 

shares of ABC Ltd. was acquired by XYZ Ltd. five years ago and is being retained by XYZ Ltd. till date. Total 

shareholding of XYZ Ltd includes the following: 

 The Government of Punjab and Government of Haryana each hold 18% of the paid -up share capital, 

 The Government of Rajasthan’s share is 15.5%. 

On 29th Oct. 2019, Mr. Shyam, the auditor of ABC Ltd. had resigned from his post, citing medical reasons. 

However, he had forgotten to inform about his resignation to the concerned authorities. Casual vacancy so 

created was filled up with the appointment of RMT & Co. Chartered Accountants as statutory auditors of 

ABC Ltd. As a part of the terms and conditions of appointment as auditors, RMT & Co. agreed to following: 

 Charge fees at 4% of the paid-up capital plus 1% of net profit of the company (Remuneration as 

agreed with Mr. Shyam was ₹45,000 only), 

 Select and recruit personnel, conduct training programmes for and on behalf of ABC Ltd. 

The company was having an annual turnover of ₹50 crores, and hence it was also liable to tax audit u/s 

44AB of Income Tax Act, 1961. 

During the current financial year 2019-20, ABC Ltd. had changed its method of accounting compared to the 

preceding financial year (2018-19) and had reported a closing stock of raw material amounting to ₹5 lakhs 

only as on 31st March 2020. Also, the company had borrowed a sum of ₹10 crores equally from two public 

sector banks and two Non-Banking Financial Companies. It had also repaid few deposits amounting to ₹75 

lakhs to the deposit holders. 

As far as RMT & Co. Chartered accountants are concerned, Mr. R, who is one of the partners of the firm had 

borrowed a sum of ₹3.00 lakhs from XYZ Ltd. He had also purchased goods worth ₹1.89 lakhs from the 

company. Both the sum borrowed and the cost of the goods bought are not yet paid by Mr. R. Mr. R does not 

sign the financials of PQR Ltd. Another partner of the firm, Mr. T, who is also responsible for signing the 

financials statements of PQR Ltd. was also engaged in the teaching profession during his free time. 

Upon hearing about the efficient services provided by RMT & Co. Chartered accountants, they were 

approached by JKL Cooperative Society to act as their statutory auditor for the upcoming financial years. 

The firm agreed to the offer and had the following options in mind with respect to the fees to be charged 

from them: 

(i) To charge fees as percentage of Net Profits, or 

(ii) To charge fees of ₹11,000.                                                                                                                               [RTP-May 2020] 
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Q.1 To whom should have Mr. JJ informed about his resignation? What could be the possible 

consequence for his non-compliance? 

(a) He should have informed the registrar and PQR Ltd. As a consequence of his failure, he is liable to a 

penalty not exceeding ₹5 lakhs. 

(b) He should have informed the registrar alone. As a consequence of his failure, he is liable to a penalty 

not less than ₹50,000/-. 

(c) He should have informed the registrar and FDI & Co. As a consequence of his failure, he is liable to a 

fine of ₹500 per day for each day of failure. 

(d) He should have informed the registrar & comptroller and auditor general. As a consequence of his 

failure, he is liable to a fine of ₹45,000/-. 

Q.2 With respect to the acts carried out by Mr. F, the partner of the audit firm, what can you infer about 

the appointment of FDI & Co. as auditors of PQR Ltd.? 

(a) It is valid since the indebtedness is within prescribed limits. 

(b) It is not valid since the indebtedness exceeds prescribed limit of ₹1 lakhs. 

(c) It is valid since Mr. F is not signing the financials of PQR Ltd. 

(d) It is valid since the indebtedness is not with PQR Ltd. 

Q.3 Which among the below are permitted as per Chartered Accountants Act, 1949? 

(i) Charge fees at 5% of the paid-up capital plus 0.1% of net profit of the company. 

(ii) Select and recruit personnel, conduct training programmes for and on behalf of PQR Ltd. 

(iii) Mr. I, one of the partners who is responsible to sign the financials of PQR Ltd. was into teaching 

profession. 

(a) (i) & (ii) 

(b) (iii) only 

(c) (ii) & (iii) 

(d) (i), (ii) & (iii) 

Q.4 With respect to the fees to be charged for its new assignment, which option can be opted by FDI & 

Co.? 

(i) To charge fees as percentage of Net Profits, or 

(ii) To charge fees of ₹101/-. 

(a) (i) Only. 

(b) (ii) Only. 

(c) Either (i) or (ii). 

(d) Neither (i) nor (ii). 

Q.5 Among the below transactions which were undertaken by PQR Ltd., which needs to be reported by 

the auditors under fiscal laws? 

(ii) ₹ 10 crores loan taken, which is exceeding the limit specified u/s 269 SS of Income Tax Act. 

(iii) Changed its method of accounting from the previous financial year. 
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(iv) Repayment of deposits of ₹75 lakhs, which is exceeding limit specified u/s 269T of Income Tax 

Act. 

(v) Reporting of Closing stock of raw material worth ₹2 lakhs only. 

(a) (i), (iii) & (iv). 

(b) (ii) & (iv). 

(c) (i) & (iii). 

(d) (i), (ii), (iii) & (iv). 

 

Answer – Integrated Case Study 2 
Q. No.  Answer Reason 

Q.1 (d) As per Sec. 140(2) of Companies Act, 2013, statement of resignation is required to be filed 
with Registrar, company and CAG (in case of Govt. company). As per Sec. 140(3) of 
Companies Act, 2013, minimum penalty for non-compliance of Sec. 140(2) is lower of audit 
fees and ₹50,000.  

Q.2 (a) As per Sec. 141(3)(d) of Companies Act, 2013, a firm is disqualified to be appointed as 
auditor if any of the partner is indebted to the company, or its subsidiary, or its holding or 
associate company or a subsidiary of such holding company, in excess of ₹5 Lacs. 

Q.3 (c) Charging fees on a percentage basis amounts to misconduct under Clause 10 of Part I of First 
Schedule except as permitted under regulation 192. 
Personnel recruitment and selection is covered under management consultancy and other 
services and a CA in practice can render such services. 
A CA in practice can engage into private tutorship provided that the direct teaching hours 
devoted to such activities taken together should not exceed 25 hours in a week in order to be 
able to undertake attest functions. 

Q.4 (c) Charging fees on a percentage basis amounts to misconduct under Clause 10 of Part I of First 
Schedule except as permitted under regulation 192. 
In the case of co-operative society, charging fees on percentage of paid up capital or working 
capital or gross/net income or profits is permitted.  

Q.5 (b) Borrowings from Banks and NBFC is not covered under Section 269SS of Income-tax act, 
1961. 
Repayments of Public Deposits is not covered u/s 269T of Income-tax Act, 1961.  
Change in method of accounting is required to be reported under Clause 13(a) of Form 3CD. 
Quantitative details of closing stock are required to be reported under clause 35(b) of Form 
3CD.  
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ALT company manufactures and sells toys to the wholesale market. It has prepared its financial statements 

for the financial year 2018-19. You are an audit assistant with RMT & Co., a firm of Chartered Accountant in 

New Delhi and you have been assigned the current liabilities balances in the audit work plan. 

You have calculated the payables payment period to be 66 days for the year ending 31.03.2019 (45 days for 

the preceding financial year) and have asked the directors of ALT Company to provide an explanation as to 

the increase in days. 

ALT Company receives monthly statements from its main suppliers and performs regular supplier 

statement reconciliations. 

There were inconsistencies noted in respect of the following at 31.03.2019: 

Supplier Balance per purchase ledger (₹) Balance per supplier statement 

(₹) 

Digital Toys 145,321 221,130 

Analog Toys (89,973) 99,600  

Hybrid Toys 94,658 1,09,650 

Digital Toys 

ALT Co has a credit agreement with Digital Toys under which it receives goods 14 days before the supplier 

raises the invoice. ALT Co. received goods worth ₹75,809 on 18 March 2019 for which the invoice was 

received shortly after the year end in accordance with the agreement. ALT Co entered the transaction into 

its accounting records at the date of invoice. 

Analog Toys 

The difference on this balance has still to be investigated. 

Hybrid Toys  

ALT Co’s finance director has informed you that there was an error in closing the purchase ledger and it 

was closed three days early. Invoices received 29, 30 and 31 March 2019 were posted to the 2019-20 

ledger. The directors of ALT Co have confirmed that following the discovery of this error, a manual 

adjustment was made using the journal book.  

Q.1 Which of the following supplier balances would indicate a high risk in relation to the COMPLETENESS 

of the liability recorded at the year end? 

(a) A supplier with a high balance at the year end and with a low volume of transactions during the year. 

(b) A supplier with a low balance at the year end and with a high volume of transactions during the year. 

(c) A supplier with a low balance at the year end and with a low volume of transactions during the year. 

(d) A supplier with a high balance at the year end and with a high volume of transactions during the year. 
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Q.2 Which of the following would correctly explain why the payables payment period has increased from 

45 days in 2018-19 to 66 days in 2019-20? 

(a) ALT Co. received a prompt payment discount from one of its suppliers for the first time in 2018-19. 

(b) ALT Co. obtained a trade discount from one of its biggest suppliers which has reduced the amount 

owed to that supplier by 10% in the year. 

(c) ALT Co. purchased an unusually high level of goods in March 2019 to satisfy a large order and had not 

paid for those goods by the year end. 

(d) ALT Co. took advantage of extended credit terms offered by a new supplier in respect of a large order 

which it had fully settled by the year end. 

Q.3 Which of the following is an appropriate action in respect of the inconsistency in the balance with 

Digital Toys? 

(a) The auditor should take no further action as this is a timing difference which was resolved upon receipt 

and posting of the invoice. 

(b) The auditor should request that the purchase ledger balance is amended at the reporting date to reflect 

the recent invoice. 

(c) The auditor should contact the supplier and request a supplier statement as at the current date. 

(d) The auditor should request that an accrual is created in respect of the goods received but not yet 

invoiced. 

Q.4 Which of the following would be a valid explanation for the difference in respect of Analog Toys? 

(1) An invoice for ₹189,573 has been paid twice. 

(2) An invoice for ₹189,573 has been posted as a debit note. 

(3) An invoice for ₹189,573 has been received and processed prior to receipt of the goods. 

(a) 1 only 

(b) 1 and 2 only 

(c) 2 and 3 only 

(d) 1, 2 and 3 

Q.5 Which of the following would NOT provide sufficient and appropriate audit evidence over the 

COMPLETENESS of the purchase ledger balance in respect of Hybrid Toys? 

(a) Obtain the journal book and confirm that all invoices recorded as received from Hybrid Toys dated 29–

31 March have been manually adjusted for. 

(b) Review the accruals listing to ensure goods received from Hybrid Toys post year end for which an 

invoice has not been received have been recorded in the correct period. 

(c) For post year-end cash book payments to Hybrid Toys, confirm date of matching invoice and if pre year 

end agree to liability. 

(d) Review a sample of invoices received from Hybrid Toys recorded post year end and match to GRN to 

determine if they should have been recorded at the year end. 
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Answer – Integrated Case Study 3 

Q. No.  Answer Reason 
Q.1 (b) A supplier with a low balance at the year-end but with a high volume of transactions during 

the year may indicate that not all liabilities have been recorded at the year-end date. 

Q.2 (c) A purchase of a large volume of goods close to the year-end would increase the payables 
payment period.  
The prompt payment and trade discounts would both decrease the payables payment period, 
and the extended credit terms in this instance would have no impact as there is no closing 
balance with the new supplier. 

Q.3 (d) The difference of ₹75,809 with Digital Toys relates to goods which were received by ALT Co. 
prior to the year-end but were not recorded in the accounting records until after the year-
end date. As ALT Co. had a liability to pay for the goods at the date of receipt, an accrual 
should be created for the goods received not yet invoiced. 

Q.4 (a) The difference in respect of Analog Toys may have arisen if the invoice had been paid twice in 
error as an additional ₹189,573 will have been debited to the supplier account. 

Q.5 (b) Reviewing the accruals listing would not help the auditor confirm the purchase ledger 
balance with Bath Co as accruals are recorded separately from the purchase ledger balance. 
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The Chanakya Bank Ltd. was having 150 branches all over India by the year ending 31st March, 2019. Ten 

branches of the bank were already covered for concurrent audit and the Bank’s Audit Committee decided 

to include the below mentioned branches for concurrent audit from the year 2019-20.  

1. Banaras branch which deals in treasury functions like investments and inter bank borrowings but not 

in bill re-discounting.  

2. Allahabad branch which started foreign exchange business from February 2019.  

3. Rae Bareilly branch whose aggregate deposits were more than 35% of the aggregate deposits of the 

bank.  

Sista and Chartered Accountants were appointed as the stock auditors by the Bank’s audit committee for 

five branches for year 2019-20. The Bank’s management appointed and fixed the remuneration of Sista and 

Chartered Accountants as the statutory auditors also for the year 2019-20, for the same five branches for 

which they were given the assignment of stock audit.  

At the Kanpur branch of the bank there were high value cash deposits in one of the current account from 

April 2019. Your firm has been appointed as the concurrent auditors for the Kanpur branch for the year 

2019-20. The cash collected by the branch was remitted to currency chest on the very same day but, during 

the concurrent audit for the month of April 2019 itself the auditor noticed that the branch has not filed the 

requests sent via e-mail to currency chest for the cash remittance. 

Q.1 Whether the decision of audit committee to include the three branches mentioned in above 

paragraph for concurrent audit is as per RBI Guidelines? 

(a) The decision of audit committee is valid as according to RBI Guidelines, all the three branches fulfil the 

criteria for compulsory concurrent audit.  

(b) Banaras and Allahabad branch falls under the compulsory audit criteria as per RBI Guidelines, however 

Rae Bareilly branch whose aggregate deposits are less than 50% of the aggregate deposits of the Bank 

is not required to be compulsorily covered for concurrent audit. 

(c) As Banaras branch doesn’t deal in bill re-discounting, it is not required to be covered under concurrent 

audit. Allahabad and Rae Bareilly branch are compulsorily required to be covered under concurrent 

audit as per RBI Guidelines. 

(d) Allahabad branch has started foreign exchange business in February 2019 and as per RBI Guidelines 

only the branches dealing in Foreign exchange business from more than three years are covered under 

concurrent audit. Therefore, Allahabad branch is not covered under compulsory concurrent audit 

criteria as per RBI Guidelines but the Banaras and Rae Bareilly branch are covered under compulsory 

concurrent audit criteria. 
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Q.2 Sista and Chartered Accountants were already appointed for stock audit by the audit committee for 

the five branches, so whether Sista and Chartered Accountants are authorised to accept the 

appointment as statutory auditors for the same branches? 

(a) Sista and Chartered Accountants cannot accept the appointment as it was not offered by the audit 

committee and Bank’s management is not authorised to appoint the auditors.  

(b) Sista and Chartered Accountants can accept the appointment as they were already appointed for the 

stock audit of those branches by the audit committee.  

(c) Sista and Chartered Accountants can accept the appointment as they have been appointed statutory 

auditors for the same five branches for which they were conducting stock audit.  

(d) Sista and Chartered Accountants cannot accept the appointment as the audit firms should not 

undertake statutory audit assignment while they are associated with internal assignments in the Bank 

during the same year. 

Q.3 Whether the Bank’s Management is authorise to appoint and fix the remuneration of statutory 

auditors without consulting the Audit Committee of the Board of Directors or members in Annual 

General Meeting?  

(a) Bank’s Management cannot appoint or fix the remuneration of the statutory auditor unless the same is 

passed by a resolution in the Annual General Meeting of the Bank.  

(b) Bank’s Management can appoint and fix the remuneration of statutory auditors only in consultation 

with the Audit Committee of the Board of Directors.  

(c) Sista and Chartered Accountants were already appointed for stock audit by the audit committee, 

therefore only audit committee was authorise to appoint or fix their remuneration as statutory 

auditors. 

(d) Sista and Chartered Accountants were already appointed for stock audit by the audit committee, so the 

Bank’s Management is authorise to appoint the same firm as the statutory auditors without consulting 

the audit committee or members in the Annual General Meeting. 

Q.4 You have been asked by your senior to verify the high value cash deposits at the Kanpur branch. 

What parameters/ documents will you verify as the concurrent auditor of the branch? 

(a) Concurrent auditor has to verify the details of cash remittance to Currency Chest only.  

(b) You need to verify the KYC documents of the customer/s and the reason for high value cash deposit in 

the account like nature of business or sale of property etc.  

(c) Verify the KYC documents of the account in which cash is deposited; verify the reason for high value 

cash deposit in the account like nature of business/ transaction etc.; verify the discrepancies found in 

the cash of the customer/s, if any and ensure that the records of Currency Chest remittance is 

maintained properly.  

(d) As a concurrent auditor you need to verify the reason of regular cash deposit in the account/s and the 

nature of discrepancies, if any, found in cash deposited by the customer/s. 
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Q.5 How the discrepancy of not filing the details of cash remittances to currency chest by Kanpur branch 

of the bank should be dealt by the concurrent auditor in his audit report? 

(a) The auditor should report the matter as a major irregularity in his audit report to the management.  

(b) The auditor should verify the details from e-mail sent to currency chest and close the matter.  

(c) As it is a minor irregularity the auditor can ignore the same.  

(d) The auditor should discuss the importance of filing the copy of e-mail sent for cash remittance with the 

Branch Manager and check for its compliance in the next audit period. 

 

Answer – Integrated Case Study  

Q. No.  Answer Reason 
Q.1 (a) Banaras branch falls under compulsory audit criteria as it deals in treasury functions. 

Allahabad branch falls under compulsory audit criteria as it is handling foreign exchange 
business. Rae Bareilly branch whose aggregate deposits were more than 35% of the 
aggregate deposits of the bank, also falls under Compulsory audit criteria being an 
exceptionally large branch.  

Note: Answer given in study material of ICAI is different. 

Q.2 (d) A person associated with internal assignments in the Bank during a period cannot accept the 
appointment as statutory auditor for that period.   

Q.3 (a) The auditor of a banking company is to be appointed at the AGM of the shareholders, 
whereas the auditor of a nationalised bank is to be appointed by the concerned bank acting 
through its Board of Directors. In either case, approval of the Reserve Bank is required before 
the appointment is made. 

Q.4 (c) For examination of High Value Cash Transactions, auditor need to verify the KYC documents 

of the account in which cash is deposited; verify the reason for high value cash deposit in the 

account like nature of business/ transaction etc.; verify the discrepancies found in the cash of 

the customer/s, if any and ensure that the records of Currency Chest remittance is 

maintained properly.  

Q.5 (d) Cash deposited in a bank branch in excess of retention limit need to be  was remitted to 
currency chest on the very same day and the request to be sent by e-mail to currency chest 
for the cash remittance. 
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RS Ltd was set up by Raj and Shanti in 1992. Initially the name of the company was Rajeev Private Limited. 
The company is currently into the business of aviation. The company has its head office at Chennai. The 
company has been in the same business since its incorporation but over the years had to shut down its 
business 3 times due to operational inefficiencies and resultant losses.  

In the year 2012, when the company restarted its operations after shutting that down third time, the 
company got funding from foreign investors. The management of the company increased its focus on the 
processes of the company and various checks and controls to improve the efficiency of the operations. This 
gradually resulted in improving the overall business culture of the company and gradually company 
started earning profits.  

In the year 2016, the company got converted into public company and got its name changed to RS Ltd. After 
that the company also tried to get listed on the New York Stock Exchange but the market was not 
favourable and the company instead got listed in India.  

The company kept increasing its focus on operational efficiencies which was also extended to all other 
processes of the company, most importantly, financial reporting which was not focused earlier by the 
management.  

The company also appointed a large firm of Chartered Accountants, KB & Co, as its internal auditors, who 
have had specialization in the same sector so that they can help the company to fill the gaps in the 
processes, wherever required.  

The company also appointed other consultants to improve on the operations and management functions. 

During the financial year ended 31 March 2018, the internal auditors of the company raised some 
observations which were discussed in detail with the management, primarily because the management was 
not agreeing to some of the points of the internal auditors.  

Subsequently in the financial year ended 31 March 2019, the management decided to set up its in-house 
internal audit function along with the CA firm, KB & Co. The idea was to do the work in-house and over the 
period, KB & Co can move out once the management is confident of the in-house internal audit function.  

Considering the above mentioned facts, please provide your suggestions in respect of the following: 

Q.1 The Standard Operating Procedures (SOP) for logistics process was not defined from the point of 
vehicle request received from the sales marketing department up to the bills verification. The 
management explained that part of this process was developed and remaining part was expected 
within next 3 months.  

(a) This is more of a documentation and hence not relevant for the management.  

(b) Auditor should highlight and report this matter in his report.  

(c) The matter which is already under development should not be considered by the auditor.  

(d) Management needs to demonstrate the development process further and get this issue closed. 

Integrated Case Study – 5 

(CA Final – Advanced Auditing & Professional Ethics) 



   

1.14 

Q.2 It was noted that during a particular period, cash in hand balance was higher than actual cash 

requirement at some locations. Ratio of cash expenses to closing cash balance during that period 

ranged from 7 to 84 times. Further the insurance cover was also not taken for the cash in hand kept 

at some locations. The management explained that this occurred only during a specified period and 

the insurance coverage plan was in place for the next year.  

(a) Auditor should report this matter in his report.  

(b) The management needs to explain the amount involved and if that is low then the auditor should 

ignore this.  

(c) The cash balance should not be looked at by the internal auditor as this is more relevant from financial 

reporting.  

(d) Internal auditor should only report about not availability of the insurance coverage to the management. 

Q.3 On review of procurement process, it was observed that the system was not enabled to show pending 

delivery of same material while raising a subsequent purchase order and the guidelines were not 

defined for review of open purchase orders and long pending orders.  

Management explained that this was due to lead time, locking in quantity/price, lead time to 

shipment, delays in delivery due to rake unavailability, failure of vendors to supply material as per 

timelines or quality etc. and they will explore how system driven reporting can be done.  

(a) This was an operational challenge and hence out of the purview of internal auditor.  

(b) This related to some system constraints and hence may be ignored by the internal auditor.  

(c) The internal auditor needs to highlight this in his report.  

(d) The management should draw a proper plan to take care of this. In any case there doesn’t appear to be 

any financial impact due to this and hence the same should be ignored. 

Q.4 It was observed that the credit limit assessment was not being performed for all the customers 

which could result in possibility of credit being given to customers with weak financial credibility 

leading to bad debts/ financial losses to the company.  

Management replied that they started the process of updation of credit limit in their ERP package 

which shall be completed in a month’s time for major customers and for customers wherever 

temporary credit limit was defined. This would cover majority of exposure.  

(a) Since the management has already taken remedial action, the internal audit should drop this point.  

(b) Since this matter related to financials, this should be covered by the statutory auditors and not the 

internal auditors.  

(c) The management said that statutory auditors have also raised this point and hence internal auditors 

should drop this.  

(d) Internal auditors should report this irrespective of the fact whether statutory auditors covered this or 

not. 
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Q.5 The management’s plan to phase out the CA firm by building up in-house internal audit team has 

been questioned by the statutory auditors saying this is not acceptable.  

(a) Statutory auditors are correct.  

(b) Statutory auditors should observe this for a period and if that is working fine then they should have no 

concern regarding this.  

(c) The management has a discretion regarding this and hence statutory auditors are not correct.  

(d) The management should take approval from relevant authority like MCA and then statutory auditors 

would have to accept this. 

 

Answer – Integrated Case Study  

Q. No.  Answer Reason 

Q.1 (b) Any deficiency in the Standard Operating Procedure need to be highlighted and reported by 

the Internal Auditor. 

Q.2 (a) Internal auditor is required to report discrepancies in Cash Management System. Holding 

cash in excess of requirements, extremely high ratio of cash expenses to closing cash balance, 

non-availability of insurance cover for cash in hand requires immediate attention of 

management.  

Q.3 (c) Deficiencies in Procurement Systems need to be reported by the Internal Auditor.  

Q.4 (d)  Deficiencies in Credit Appraisal System need to be reported by the Internal Auditor.  

Q.5 (c) It is the discretion of management whether to engage outside Practitioner as Internal Auditor 

or built up own in-house internal audit team.  
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Karma Ltd got incorporated in 1980’s as a private limited company and started its business into two 

segments – retail and construction. The two business activities were completely different but those were 

managed very well and the company grew significantly over a period of time. In year 2001, the company 

got converted into a public company and in 2008, the company also got listed on Bombay Stock Exchange.  

The turnover of the company was increasing; however, the margins were not increasing as per the 

expectations of the management and the management analysed this aspect and realized that the margins 

were not so high in case of retail segment.  

The company decided to focus more on construction business and include infrastructure in its line of 

business. This was also because of the fact that the government policies were favourable towards this 

sector. For this the company decided to sell its retail segment in 2015.  

The new investor for the retail segment carried out a due-diligence of the business involving various 

aspects and the company sold this segment in January 2016.  

Since the business of the company was infrastructure and it involved transactions with government 

officials also, the management suspected certain suspicious transactions for which it decided to carry out a 

forensic audit in the financial year 2016-17. Certain transactions were identified as per this audit on which 

the management worked and set up certain new processes and stringent controls so that the business can 

function in an efficient manner.  

In the financial year ended 31 March 2019, an investigation was set up against the company which 

impacted the company significantly in terms of its reputation and business. The company lost some 

significant contracts during the process of investigation itself. 

In the light of the above mentioned facts, you are required to comment on the following: 

Q.1 At the time of due diligence, the reviewer assessed the business feasibility also which included the 

assessment whether business would be more beneficial at its current location or not. The 

management of Karma Ltd did not understand this perspective. The management argued that the 

reviewer should not have this assessment as part of his scope as the company has been doing this 

business for many years at that location.  

(a) The contention of the management was correct.  

(b) Reviewer was correct as due diligence covers assessment of business feasibility as well.  

(c) Reviewer was correct as due diligence covers assessment of business feasibility as well, however, 

considering the company was doing this business for decades it should not have been carried out by 

the reviewer.  

(d) Management was correct, however, the same thing should have been discussed with the investor as 

part of the sale contract. 
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Q.2 The due diligence reviewer was given audited financial statement of the company for his financial 

review. However, the reviewer asked for certain documents pertaining to the year which was 

already audited by the statutory auditors of the company and the management of the company 

declined this request.  

(a) The management is correct.  

(b) Reviewer can ask for documents even for the period for which audit is completed.  

(c) Reviewer can ask for documents for the period for which audit is completed but he cannot give any 

assessment on that. That can be given for his documentation purpose only as per the requirements of 

the auditing standards. 

(d) Reviewer cannot ask for documents for the period for which audit is completed. However, if the same 

document is required for further period for which audit is not completed, then the management should 

give him that document. 

Q.3 The company has various litigations going on including those related to matter of taxation. The 

company had taken consultations in respect of those litigations from some renowned legal/ tax 

consultants. The reviewer for due diligence reviewed these consultation documents and also asked 

for the documents related to these matters. Further he also suggested that the positions taken by the 

company in some matters was not correct.  

(a) The reviewer needs to have independent assessment of legal/ tax cases and any outcome needs to be 

discussed with the management.  

(b) The company can provide consultation documents but should not have provide any other document to 

the reviewer as those are confidential. 

(c) The reviewer can review the consultation document but should ask for further details, if required. 

(d) The company cannot provide documents of any other consultant to the reviewer. However, the 

documents related to cases can be shared with the reviewer. 

Q.4 During the forensic review, the reviewer observed certain points and the report for the same was 

shared with the management.  

(a) The management should share these observations with the statutory auditor also if they have any 

bearing on the financials.  

(b) The management should keep the forensic report very confidential and should report all these matters 

to the Reserve Bank of India (RBI).  

(c) The management should keep the forensic report very confidential and should report all these matters 

to the National Highway Authority of India (NHAI).  

(d) The management needs to assess the matters on its own and cannot get forensic audit in this manner. 

Q.5 At the time of investigation, the investigation officer asked for the information of financials for the 

last 5-7 years.  

The management explained that there was no need for this investigation. Further the company has 
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gone through the processes of due diligence and forensic audit in the past. Also the financial 

statements related to the period prior to investigation are audited and hence cannot be shared.  

(a) Since the company went through audit process related to period prior to investigation, investigation 

should not have been set up.  

(b) Since the company went through processes of due diligence in the past, investigation cannot be set up.  

(c) Since the company went through processes of forensic audit in the past, investigation cannot be set up.  

(d) The contention of the management is not correct. 

 

Answer – Integrated Case Study  

Q. No.  Answer Reason 

Q.1 (b) Due diligence exercise covers within its scope the assessment of business feasibility as well. 

Q.2 (b) The person carrying on Due Diligence Exercise is within its scope while asking for documents 

which were already been audited by the statutory auditor and further, he can also give any 

assessment on these documents. 

Q.3 (a)  The person carrying on Due Diligence Exercise is within its scope while asking for documents 

related to matters under litigation. Further he can also discuss these matters with the 

management based on the outcome of examination of documents relating to litigation. 

Q.4 (a) Observations of Forensic Reviewer having impact on financials should be shared by the 

management with the Statutory Auditor. 

Q.5 (d) Investigation is a separate activity. The fact that company went through audit process related 

to period under investigation, or that the company went through due diligence process or 

forensic audit in the past is of no relevance as to the initiation of investigation. 
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CA & Co. Chartered Accountants have been appointed as the auditors of ZXC company. The company has 

obtained a license from the Central Government for itself to promote the sport of hockey in the rural areas 

of India. The company’s average annual profit was estimated to be around ₹50 lakhs. This profit would not 

be distributed as dividend to the shareholders; however, it would be applied towards its objective of 

promoting sports in the country. During the course of audit for the financial year 2019-20, the following 

observations with respect to the company were made by the auditors: 

1. The company was not maintaining proper records with respect to the fixed assets maintained by it. The 

value of fixed assets of the company amounts to ₹1.50 crores approximately. 

2. Physical verification for the same was not carried out at regular intervals. The last physical verification 

was conducted on 31st July 2018. 

As a result of the above observations, the auditors decided to report the same in the Companies (Auditors 

Report) Order 2016. However, the management of the company was against the decision of the auditors 

and insisted that the observations need not be reported. After several discussions between the auditors 

and the management, CA & Co. decided not to report the issues. 

CA & Co. Chartered Accountants, were also acting as auditors for another company, LS Ltd. and KD Bank 

Ltd. During the course of audit of LS Ltd, there was a difference of opinion between the management and 

the auditors as to which among the following are the areas which the auditor should take into account to 

determine “Key Audit Matter” as per SA 701: 

(i) The effect on audit of significant transactions that took place in the financial year. 

(ii) Areas of high risk as assessed and reported by management’s expert. 

(iii) Significant auditor judgement relating to areas in the financials that involved significant management 

judgement 

During the audit of KD Bank Ltd., the auditors and the management had a certain difference of opinion as to 

the amount and the items which needs to be disclosed under the head of contingent liabilities. However, 

apart from that, the auditors had observed the following: 

 59 agricultural loan accounts (guaranteed by Government of Delhi) amounting to ₹29 lakhs were 

overdue for more than two years. 

 73 (guaranteed by Government of India) agricultural loan accounts amounting to ₹25 lakhs were 

overdue for more than two years. 

 6 corporate loans accounts (guaranteed three each by Government of India and Government of Delhi) 

amounting to ₹25 lakhs for each company were overdue for more than three and a half months. 

On hearing about the efficient services provided by CA & Co. Chartered Accountants, they were offered the 

following new assignments: 
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 A GST assessing officer approached for conduct of special audit under section 66 of CGST Act for a 

company named MD Ltd. which was having an annual turnover of ` 1 crore. He had requested for the 

special audit as per the opinion that the company had not availed input tax credit within normal limits. 

 Offer to provide incorporation services to RS General Insurance Ltd. which was proposed to be set up 

with a paid-up share capital of ₹113 crores, of which preliminary expenses of ₹17 crores were included. 

The audit firm after taking into consideration all the facts and figures with respect to its new assignments, 

decided not to undertake both of them. 

Q.1 Is the decision of CA & Co. of not reporting the issues of ZXC in CARO 2016 justified? If so, under what 

reason? 

(a) No. CARO 2016 is applicable to ZXC and hence the same has to be reported under clause (i) of CARO. 

(b) Yes. CARO 2016 is not applicable to ZXC and hence the same need not to be reported. 

(c) No. As per SA 240, the auditor has to maintain professional skepticism when it comes to issues in the 

area of fixed assets and hence the same has to be reported. 

(d) Yes. As per SA 320, the auditor after taking into account the materiality of the issue, he may either 

choose to report or not report about the same. 

Q.2 What is the total amount of loans that should be classified as NPA by KD Bank? 

(a) ₹ 79 lakhs. 

(b) ₹ 100 lakhs. 

(c) ₹ 204 lakhs. 

(d) ₹ 104 lakhs. 

Q.3 Which among the following has to be reported by the auditor as contingent liability of KD Bank Ltd.? 

(a) Guarantee given by KD Bank on behalf of constituent located in Myanmar. 

(b) A percentage of the total bills purchased by KD Bank. 

(c) Claims against the bank acknowledged as debt. 

(d) Unpaid salary of ₹ 5 lakhs to five staffs of KD Bank Ltd., who are currently undergoing a court trail. 

Q.4 What could be the possible reason for not accepting the special audit under section 66 of CGST Act? 

(a) Such audit is applicable only if the turnover of the company exceeds ₹ 2 crores. 

(b) Such audits need to be conducted by cost accountants. 

(c) Such audit has to be called upon by assistant commissioner. 

(d) Such audit has to be called upon by the central government. 

Q.5 Whether CA & Co. are justified for not accepting the incorporation services for RS General Insurance 

Ltd.? If so, as to what is the reason? 

(a) Yes. The incorporation services for an insurance company should be done by the auditor appointed by 

the comptroller and auditor general of India. 

(b) Yes. The insurance company should have a minimum paid up share capital of ₹100 crores which shall 

exclude the preliminary expenses. 
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(c) No. The insurance company should have a minimum paid up share capital of ₹100 crores which also 

includes the preliminary expenses. 

(d) Yes. The incorporation services for an insurance company should be done by the auditor appointed by 

the Insurance Regulatory and Development Authority. 

 

Answer – Integrated Case Study 7 
Q. No.  Answer Reason 

Q.1 (b) Reporting under CARO, 2016 is not required in case of a company licensed to operate u/s 8 of 
the Companies Act, 2013. 

Q.2 (d) Advances guaranteed by Central Government, though irregular are not classified as NPA until 
Central Government repudiates guarantee when invoked. Hence 59 agricultural loan 
accounts (guaranteed by Government of Delhi) amounting to ₹29 lakhs were overdue for 
more than two years and 3 corporate loans accounts (guaranteed by Government of Delhi) 
amounting to ₹25 lakhs for each company overdue for more than three and a half months, 
need to be classified as NPA. 

Q.3 (a) The Third Schedule to the Banking Regulation Act, 1949, requires the disclosure of the 
guarantees given on behalf of constituents (in India and outside India), as a footnote to the 
balance sheet as a contingent liability. 

Q.4 (c) As per Sec. 66 of CGST Act, 2017, if at any stage of scrutiny, inquiry, investigation or any other 
proceedings, any officer not below the rank of Assistant Commissioner, having regard to the 
nature and complexity of the case and the interest of revenue, is of the opinion that the value 
has not been correctly declared or the credit availed is not within the normal limits, he may, 
with the prior approval of the Commissioner, direct such registered person by a 
communication in writing to get his records including books of account examined and 
audited by a chartered accountant or a cost accountant as may be nominated by the 
Commissioner. 

Q.5 (b) As per Sec. 6 of Insurance Act, 1938, the minimum paid-up equity share capital of an Indian 
insurance company carrying on insurance business should be ₹100 crores excluding 
preliminary expenses incurred in the formation and registration of company. 
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Liberty Co is a manufacturer of shoes. You are an audit manager with Veda & Co and you are performing an 

overall review of the financial statements for the year ended 31 March 2020 prior to the issue of the 

auditor’s report. Profit before tax for the year was ₹80 Cr. (2019: ₹74 Cr.).  

Analytical procedures  

As part of your overall review, you have performed analytical procedures over the draft financial 

statements and have noted that the trade receivables collection period is lower than it was during the 

interim audit performed in July 2019. You are aware that the credit controller of Liberty Co. left the 

company in August 2019 and that the directors have said that, as a result, the company is experiencing 

difficulties in debt collection.  

Disclosures  

During the year, Liberty Co revalued its head office and as part of your review, you are considering the 

detail which is disclosed in the property, plant and equipment note in the draft financial statements.  

Uncorrected misstatements  

Your review also includes an assessment of uncorrected misstatements. These have been recorded by the 

audit team as follows:  

(1) Interest payable omitted in error ₹20 Lacs.  

(2) Additional allowance for receivables required ₹1.45 Cr.  

(3) Error in sales invoice processing resulting in understatement of sales ₹1.90 Cr.  

(4) Write off in respect of faulty goods ₹30 Lacs  

Faulty goods  

The adjustment for faulty goods listed as an uncorrected misstatement above relates to an entire batch of 

shoes, which was produced on 12 September 2019. The audit work concluded that the cost of this inventory 

exceeded its net realisable value by ₹30 Lacs. The directors dispute the audit team’s figures and believe 

that the realisable value of the inventory still exceeds its cost. 

Q.1 Which of the following would form part of the auditor’s overall review of the financial statements?  

(1) Establishing whether the pre-conditions for an audit are present  

(2) Assessing whether the information and explanations obtained during the audit are adequately 

reflected  

(3) Performing a detailed review of the audit working papers to ensure the work has been 

properly performed  

(4) Reviewing the adequacy of the disclosure of accounting policies  
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(a) 1 and 2  

(b) 3 and 4  

(c) 1 and 3  

(d) 2 and 4  

Q.2 Which of the following is a valid explanation for the INCONSISTENCY between the results of the 

analytical procedures on trade receivables and the directors’ statement regarding debt collection 

problems?  

(a) A change in sales mix towards high value products  

(b) An increase in the proportion of cash sales since August 2019.  

(c) An increase in the rate of Goods and Service Tax in September 2019.  

(d) Sales growth of 1% per month over the year. 

Q.3 Which of the following details should be disclosed in respect of the revaluation of the head office if 

the auditor is to conclude that the disclosures are adequate?  

(1) Effective date of the revaluation  

(2) Name of the valuer  

(3) Involvement of Independent Valuer 

(4) Revaluation Surplus  

(a) 1, 2 and 3 only  

(b) 1, 3 and 4 only  

(c) 2, 3 and 4 only  

(d) 1, 2, 3 and 4 

Q.4 Which of the uncorrected misstatements numbered (1), (2) and (3) by the audit team MUST be 

adjusted for if the auditor is to issue an unmodified audit opinion?  

(a) Misstatements 2 and 3 only  

(b) Misstatements 1 and 3 only  

(c) Misstatements 1, 2 and 3  

(d) Misstatement 2 only 

Q.5 All adjustments required by the auditors have been made to the financial statements with the 

exception of adjustment (4) relating to the faulty goods. Which of the following correctly describes 

the effect of this matter on the auditor’s report?  

(a) Unmodified opinion with no further disclosure  

(b) Unmodified opinion with disclosure in an emphasis of matter paragraph  

(c) Qualified opinion due to material misstatement  

(d) Qualified opinion due to inability to obtain sufficient appropriate audit evidence 
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Answer – Integrated Case Study 8 

Q. No.  Answer Reason 

Q.1 (d) As part of the overall review of the financial statements, the auditor should assess whether 

the information and explanations gathered during the audit and accounting policies are 

adequately reflected and disclosed. Pre-conditions should be considered as part of the 

auditor’s acceptance procedures and a detailed review of the audit working papers is 

conducted as part of the firm’s quality control procedures.  

Q.2 (b) An increase in the proportion of cash sales since the interim audit would increase sales but 

not trade receivables resulting in a decreased trade receivables collection period. 

Q.3 (b) The effective date of the revaluation, involvement of independent valuer and revaluation 

surplus are disclosures required by Ind AS 16 Property, Plant and Equipment. 

Q.4 (a) Misstatements (2) and (3) are individually material and would require adjustment for an 

unmodified opinion to be issued. Misstatement (1) is immaterial and if Liberty Co did not 

make this adjustment, an unmodified opinion could still be issued. 

Q.5 (a) Misstatement (4) is immaterial at 0.375% of profit before tax (0.3 Cr./80 Cr.) and would not 

require further disclosure. Therefore, as all other adjustments have been made, no material 

misstatement exists and an unmodified opinion can be issued. 

 

  

For More Case Studies, Suggested Answers of Past Exams, Mock Test 
Papers, Class Notes, Concept Videos and Revisionary Content, access 

Knowledge Portal/LMS at 
www.altclasses.in/www.pankajgargclasses.com 

http://www.altclasses.in/www.pankajgargclasses.com


 

1.7 

 

 

 

CGN Ltd is a large company engaged in the business of oil exploration in India. The Tamil Nadu Government 

and the Central Government hold 37% and 20% respectively of the paid-up share capital of CGN Ltd. 

During the year 2017-18, CGN Ltd. acquires 50.4% shares of NPR Ltd., a company engaged in construction 

activities and having an annual turnover of ₹1200 Crores for financial year 2018-19. 

The C&AG appointed the statutory auditors of CGN Ltd. and NPR Ltd. as per requirements of the Companies 

Act 2013. The company had a concern regarding this appointment because both companies wanted to 

appoint other auditors as per their assessment, however, considering the legal hassles which would have 

got involved, both companies decided to go ahead with the appointments made by C&AG.  

The audit of the financial statement for the year ended 31 March 2019 got completed by the auditors 

appointed by the C&AG. Subsequent to this, the C&AG also issued an order for supplementary audit of 

financial statements of the CGN Ltd. which was objected by the management of CGN Ltd.  

The management objected saying that the complete set of financial statements have been audited by 

auditors appointed by the C&AG and hence this order is not acceptable because this would lead to 

duplication of work.  

Moreover, the management of CGN Ltd. has also written to the C&AG that for the next financial year, the 

existing auditors should either resign so that the management may bring in their own auditors or the C&AG 
should have faith in the work of the auditors appointed by them.  

C&AG refuses to accept the request of CGN Ltd. and appoint auditor for the financial year ended 31st March 
2020 on 20.08.2019.  

The audit of the financial statements of NPR Ltd. for the financial year ended 31 March 2019 got completed 
but NPR Ltd. observed that during the course of audit, there was lot of intervention of C&AG, wherein C&AG 

was giving directions to the auditors on the manner in which audit should be conducted in respect of 

certain areas. Further, it also received comments from C&AG on the audit report of the auditors. NPR Ltd. is 

seeking legal opinion to go against C&AG so that they can avoid unnecessary interference of C&AG and is 

also looking to have new auditors appointed by NPR Ltd. with whom they will have an engagement letter 

with the terms that those auditors don’t accept any interference of C&AG which the existing auditors have 

not been able to avoid.  

Considering the above mentioned facts, please provide your suggestions in respect of the following: 

Q.1 Which of the following option is correct as to appointment of auditors in CGN Ltd. and NPR Ltd. by 

C&AG? 

(a) Appointment of auditor in CGN Ltd. by C&AG is valid; Appointment of auditor in NPR Ltd. by C&AG is 

not valid. 

(b) Appointment of auditor in CGN Ltd. by C&AG is not valid; Appointment of auditor in NPR Ltd. by C&AG 

is valid. 
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(c) Appointment of auditors in CGN Ltd. as well as NPR Ltd. by C&AG are valid. 

(d) Appointment of auditors in CGN Ltd. as well as NPR Ltd. by C&AG are not valid. 

Q.2 Please suggest how to resolve the matter as to objection of management of CGN Ltd. over the order of 

C&AG as to Supplementary audit. 

(a) The management’s stand is not correct. The C&AG may order supplementary audit as per the 

requirements of the Companies Act 2013.  

(b) The management’s stand is not correct. The C&AG may order supplementary audit as per the 

requirements of the Indian Penal Code.  

(c) The management is correct and in this situation they get the right to appoint another auditor 

considering the fact that the C&AG has lost faith in the work of auditors appointed by them.  

(d) Such type of matters should be taken to arbitration as per the requirements of the Arbitration Act. 

Q.3 Which of the following is correct as to order of supplementary audit by C&AG? 

(a) The CAG shall within 60 days from the date of audit report have a right to, conduct a supplementary 

audit of the books of accounts of the company by such person or persons as he may authorise in this 

behalf. 

(b) The CAG shall within 90 days from the date of receipt of the audit report have a right to, conduct a 

supplementary audit of the books of accounts of the company by such person or persons as he may 

authorise in this behalf. 

(c) The CAG shall within 60 days from the date of receipt of the audit report have a right to, conduct a 

supplementary audit of the financial statement of the company by such person or persons as he may 

authorise in this behalf. 

(d) The CAG shall within 90 days from the date of audit report have a right to, conduct a supplementary 

audit of the financial statement of the company by company auditor. 

Q.4 In the case of a Government company, the CAG shall appoint the auditor and direct such auditor the 

manner in which the accounts of the Government company are required to be audited. The auditor 

so appointed shall submit a copy of the audit report to the CAG which, among other things, include 

the following: 

(i) directions, if any, issued by the C&AG  

(ii) action taken on directions issued by C& AG 

(iii) impact of directions on the accounts of the company. 

(iv) impact of directions on the financial statements of the company. 

(v) impact of directions on the audit of the company. 

(a) (i), (ii) and (v)  

(b) (i), (ii), (iii) and (iv) 

(c) (i), (ii), (iii) and (v) 

(d) (i), (ii), (iv) and (v) 
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Q.5 In the context of directions being issued by C&AG to auditor of NPR Ltd. and stand of NPR Ltd. to seek 

legal opinion to go against C&AG so as to avoid unnecessary interference of C&AG, please advise 

which of the following should be correct? 

(a) The stand of the existing auditors should have been better i.e. not to accept any interference of C&AG.  

(b) Management could have planned the audit work better by including the same terms in engagement 

letter with existing auditors instead of appointing another auditor.  

(c) C&AG involvement could have been accepted if this was the audit of CGN Ltd. but not in case of NPR 

Ltd. and hence NPR Ltd. should also reach out to its parent company to get this resolved.  

(d) Stand of NPR Ltd. is wrong as the C&AG may get involved in the audit of NPR Ltd. 

 
Answer – Integrated Case Study 9 

Q. No.  Answer Reason 
Q.1 (c) As per Sec. 139(5) of Companies Act, 2013, in the case of a Government company, the C&AG 

shall, in respect of a financial year, appoint an auditor duly qualified to be appointed as an 
auditor of companies under this Act, within a period of 180 days from the commencement of 
the financial year, who shall hold office till the conclusion of the AGM. 
As per Sec. 2(45) of Companies Act, 2013, "Govt. company" means any company in which not 
less than 51% of the paid-up share capital is held by the C.G., or by any S.G.(s), or partly by 
the C.G. and partly by one or more S.G. (s), and includes a company which is a subsidiary 
company of such a Government company. 

Q.2 (a) As per Sec. 143(6) of Companies Act, 2013, the CAG shall within 60 days from the date of 
receipt of the audit report have a right to, conduct a supplementary audit of the financial 
statement of the company by such person or persons as he may authorise in this behalf. 

Q.3 (c) As per Sec. 143(6) of Companies Act, 2013, the CAG shall within 60 days from the date of 
receipt of the audit report have a right to, conduct a supplementary audit of the financial 
statement of the company by such person or persons as he may authorise in this behalf. 

Q.4 (b) As per Sec. 143(5) of Companies Act, 2013, In the case of a Government company, the CAG 
shall appoint the auditor and direct such auditor the manner in which the accounts of the 
Government company are required to be audited. The auditor so appointed shall submit a 
copy of the audit report to the CAG which, among other things, include the following: 
1. directions, if any, issued by the CAG,  
2. the action taken thereon and  
3. its impact on the accounts and financial statement of the company. 

Q.5 (d) As per Sec. 143(5) of Companies Act, 2013, In the case of a Government company, the CAG 
shall appoint the auditor and direct such auditor the manner in which the accounts of the 
Government company are required to be audited. 
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AK & Co, a firm of Chartered Accountants, have been operating for the last 6 years. Due to the quality of 
service offered by the firm, it has made its name and is quite renowned. For the financial year 2019-20, AK 
& Co. is engaged in multiple assignments including statutory audit, tax audit, GST audit, etc. Engagement 
partners of the firm has certain concerns or observations, which are listed below:  

S. 
No. 

Name of Client Nature of 
Engagement 

Concerns/Observation 

1 ABC (P) Ltd. Statutory Audit During the course of the statutory audit for the financial 
year ended 31 March, 2020, AK & Co, requested for the 
detailed working papers of the internal auditors which the 
internal auditors refused. AK & Co. told the management if 
the same are not provided then they would qualify their 
report.  

2 XYZ Ltd.  Statutory Audit 
and Tax Audit 

Some payments made during the year by the client are 
inadmissible u/s 40A(3) of Income-tax Act, 1961. 
Engagement partner advised the client to report the same 
in form 3CD. The client contends that cash payments were 
made since the other parties insisted upon the same and 
did not have Bank Accounts. 

3 MN (P) Ltd.  

 

Statutory Audit During the course of risk assessment, it was discussed that 
the client is operating in an industry where the operations 
are not very complicated and mostly the processes are 
known to all. Considering the same engagement partner 
decided that assessment of inherent risk should not be 
done for this company as that would be inefficient. 
However, the auditors will take due care of the control 
risks. The same assessment was deliberated upon and 
after lot of discussions it was finalized like this.  

4 Ascent General 
Insurance  

(New Delhi Branch)  

Branch 
Statutory Audit 

A policy has been issued on 25th March 2019 for fire risk 
favouring one of the leading corporate houses without the 
actual receipt of premium and it was reflected as premium 
receivable. The company maintained that it is a usual 
practice in respect of big customers and the money was 
collected on 5th April 2019. There was a fire accident in 
the premises of the insured on 31st March 2019 and a 
claim was lodged for the same. The insurance company 
also made a provision for claim. 
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5 RKT Bank Ltd.  
(Jaipur Branch) 

Branch 
Statutory Audit 

The bank is a consortium member of Cash Credit Facilities 
of Rs. 50 crores to X Ltd. Bank's own share is Rs. 10 crores 
only. During the last two quarters against a debit of Rs. 
1.75 crores towards interest, the credits in X Ltd's account 
are to the tune of Rs. 1.25 crores only. Based on the 
certificate of lead bank, the bank has classified the 
account of X Ltd. as performing. 

Considering the above mentioned facts, please provide your suggestions in respect of the following:  

Q.1 In relation to review of detailed working papers of internal auditors, please advise which of 

the following would be correct?  

(a) The statutory auditors should review the detailed working papers but they cannot qualify 

their report on this ground.  

(b) The statutory auditors may review the detailed working papers and even after that they may 

qualify their report.  

(c) The statutory auditors are not required to go to the extent of review of detailed working 

papers of internal auditors.  

(d) The statutory auditors may review the detailed working papers of internal auditors but for 

that purpose they would require prior approval of the ICAI. 

Q.2 Select the correct option as to reporting requirement of Payments inadmissible under Section 

40A(3) of Income-tax Act, 1961.   

(a) Inadmissible payments u/s 40A(3) of the Income-tax Act, 1961, needs to be reported under clause 

21(d) of Form 3CD.  

(b) Inadmissible payments u/s 40A(3) of the Income-tax Act, 1961, needs to be reported under clause 

31(d) of Form 3CD.  
(c) Cash payment made on insistence of other parties on the contention that they do not have bank 

accounts is covered under the list of exceptions provided under Rule 6DD, hence no reporting required 

in Form 3CD. 

(d) None of the above. 

Q.3 Please advise which one of the following would be correct, in relation to Risk assessment procedures 

in case of MN Ltd. 

(a) The assessment of audit team is correct.  

(b) The assessment of audit team is wrong considering the fact that this is a private company wherein such 

assessment is not possible.  

(c) The assessment of audit team is wrong for this company.  

(d) The assessment of audit team is correct considering the fact that this has been thoroughly discussed. 

Q.4 Please advise on the liability of insurance company as to payment of claims. 

(a) Insurance company is not liable to pay the claim and hence no provision for claim is required as per 

requirement of Sec. 64VA of Insurance Act, 1938. 
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(b) Insurance company is not liable to pay the claim and hence no provision for claim is required as per 

requirement of Sec. 64VB of Insurance Act, 1938. 

(c) Insurance company is liable to pay the claim and hence provision for claim is required as per 

requirement of Sec. 64VA of Insurance Act, 1938. 

(d) Insurance company is liable to pay the claim and hence provision for claim is required as per 

requirement of Sec. 64VB of Insurance Act, 1938. 

Q.5 Which of following is correct as to classification of advance as performing advance? 

(a) Classification of advance as performing is in order as in case of consortium advances, classification is to 
be done on the basis of certificate of lead bank. 

(b) Classification of advance as performing is in order subject to confirmation from branch statutory 
auditor. 

(c) Classification of advance as performing is in order subject to confirmation from Central Statutory 
auditor. 

(d) Classification of advance as performing is not in order. 

 

Answer – Integrated Case Study 10 

Q. No.  Answer Reason 

Q.1 (c) As per requirement of SA 610, statutory auditor may put reliance on the work of internal 
auditor after performing the procedures as prescribed in SA 610. However, he cannot insist 
for detailed working papers of internal auditors.  

Q.2 (a) Inadmissible payments u/s 40A(3) of the Income-tax Act, 1961, needs to be reported under 
clause 21(d) of Form 3CD.  

Q.3 (c) Simplified operations and processes in the client company cannot be considered as criteria to 
do away with assessment of inherent risks.  

Q.4 (b) Sec. 64VB of Insurance Act, 1938 state that no risk to be assumed unless premium is received 
in advance. 

Q.5 (d) In case of advances under consortium, asset classification should be based on the record of 
recovery of individual member banks and other aspects having an impact on the 
recoverability of the advances. 
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