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Answers 2.  
(a) 
Assessment of Risk and Acceptable Level: 

♦SA 315 "Identifying and Assessingthe Risk of Material Misstatement Through Understandingthe Entity 
and its Environment" and SA 330 "The Auditor’s Responses to Assessed Risks" establishes standards on the 
procedures to be followed to obtain an understanding of the accounting and internal control systems and 
on audit risk and its components. 

♦SA 315 and SA 330 require that the auditor should use professional judgment to assess risk of material 
misstatement and to design audit procedures to ensure that it is reduced to an acceptably low level. 

♦Risk of Material Misstatements comprises of Inherent risk and Control Risk. "Detection risk" is the risk 
that an auditor’s substantive procedures will not detect a misstatement that exists in an account balance 
or class of transactions that could be material. 

♦The higher the risk of material misstatement, the more audit evidence the auditor should obtain from 
the performance of substantive procedures. When both inherent and control risks are assessed as high, 
the auditor needs to consider whether substantive procedures can provide sufficient appropriate audit 
evidence to reduce detection risk, and therefore audit risk, to an acceptably low level. 

♦ The auditor should use his professional judgment to assess audit risk and to design audit 
procedures to ensure that it is reduced to an acceptably low level. If it cannot be reduced to an acceptable 
level, the auditor should express a qualified opinion or a disclaimer of opinion as may be appropriate. 
 

(b). 
SA 320 "Materiality in Planning and Performing an Audit” prescribes the use of Benchmarks in 
determining Materiality for the Financial Statements as a Whole. Accordingly determining materiality 
involves the exercise of professional judgment. A percentage is often applied to a chosen benchmark 
as a starting point in determining materiality for the financial statements as a whole. 
Factors that may affect the identification of an appropriate benchmark include the following: 
(i) The elements of the financial statements (for example, assets, liabilities, equity, revenue, expenses); 
(ii) Whether there are items on which the attention of the users of the particular entity’s financial 
statements tends to be focused (for example, forthepurposeof evaluating financial performance users may 
tend to focus on profit, revenue or net assets); 
(iii) The nature of the entity, where the entity is at in its life cycle, and the industry and economic 
environment in which the entity operates; 
(iv) The entity’s ownership structure and the way it is financed (for example, if an entity is financed solely 
by debt rather than equity, users may put more emphasis on assets, and claims on them, than on the 
entity’s earnings); and 
(v) The relative volatility of the benchmark. 
 

(C). 
Roving Enquiries: 

♦ As per Clause 6 of Part I of the First Schedule to the CA Act, 1949, a CA in practice shall be deemed to be 
guilty of misconduct if he solicits clients or professional work either directly or indirectly by a circular, 
advertisement, personal communication or interview or by any other means. 

♦ Such a restraint has been put so that the members maintain their independence of judgment and may 
be able to command respect from their prospective clients. 



 
 

♦ In case of making an application for the empanelment for the allotment of audit and other professional 
work, the Council has opined that, "where the existence of such a panel is within the knowledge of the 
member, he is free to write to the concerned organization with a request to place his name on the panel. 

♦ However, it would not be proper for the member to make roving inquiries by applying to any such 
organization for having his name included in any such panel.” 
Conclusion: The member is guilty of misconduct in terms of the above provision as he has solicited 

 

Answer 3.  
(a) 
Using designation other than Chartered Accountant: 

♦ As per clause 7 of Part 1 of First Schedule, a CA in practice is deemed to be guilty of professional 
misconduct if he (i) advertises his professional attainments or services or (ii) uses any designation or 
expressions other than “Chartered Accountant” on professional documents, visiting cards, letter heads or 
sign boards unless it be a degree of a university established by law in India or recognized by the Central 
Government or a title indicating membership of the ICAI or of any other institution that has been 
recognized by the Central Government or may be recognized by the council. 

♦ A Chartered Accountant is allowed to act as advisor to a capital issue and offer document of client 
company may specify the name of address of chartered accountant under the caption "Advisor to issue". 
However, it is specifically prohibited that member concerned should not use the designation either 
"Merchant Banker” or "Advisor to issue" in their own letterheads, visiting cards and professional 
documents. 

♦ In the present case, Mr. SP designated himself under the caption "Merchant banker" in client offer 
documents and Advisor to issue’ in his own letterheads, visiting cards and professional documents. 
Conclusion: Mr. SP is guilty of Professional Misconduct under Clause 7 of Part 1 of First Schedule due to 
use of designation other than Chartered Accountant. 
 

 (b)  
Soliciting work directly or indirectly: 

♦ As per Clause 6 of Part I of First Schedule to the Chartered Accountants Act, 1949 a member shall be 
held guilty if a Chartered Accountant in practice solicits clients or professional work either directly or 
indirectly by circular, advertisement, personal communication or interview or by any other means. 

♦ As per Council Guidelines for Advertisement for the members in practice, a member is not permitted to 
claim any superiority over any other Member(s)/Firm(s) or to include the names of the clients in any write 
up. 

♦ In the present case, Mr. M, a practicing Chartered Accountant sent the letter to another firm of 
Chartered Accountants, claiming himself to be a pioneer in liaisoning with Central Government Ministries 
and its allied Departments for getting various Government clearances for which he had claimed to have 
expertise and had also given a list of his existing clients and details of his staff etc. which seems to be 
indirect methods to adventure their professional practice with a view to gain publicity and thereby solicit 
clients or professional work. 
Conclusion: Mr. M was guilty of professional misconduct as per clause 6 of part I of First Schedule of the 
Chartered Accountants Act, 1949. 

(c)  
Key Phases in the audit Execution: 
Phase-I: Execution Planning 

♦ In order to carry out the audit in an effective, efficient & timely manner, auditors need to plan the work 
and a detailed audit program should be prepared covering the audit objectives, scope and audit approach. 



 
 

♦ During execution planning, auditor should consider the manpower requirement, qualification of 
members of ET, time factor etc. 
Phase-II: Risk and Control Evaluation 
Auditor need to conduct a detailed assessment of risk and control as per requirements of SA 315. 
Steps involved in assessment of risk are: 

♦ List the risk that need to be reviewed for each segment of audit. 

♦ Capture for each risk the controls that exist or those that are needed 

♦ Determine the steps required to test the effectiveness of each controls. 
Phase-Ill: Testing 

♦ As required by SA 330, auditor should test the operating effectiveness of the controls to determine 
whether controls are operating as designed. 

♦ Auditor should perform appropriate substantive procedures (Tests of Details and SAP] so as to collect 
sufficient appropriate audit evidences w.r.t. completeness, accuracy and validity of accounting data. 
Phase-IV: Reporting 

♦ The auditor should review and assess the conclusions drawn from the audit evidence obtained as the 
basis for the expression of an opinion on the F.S. The opinion so farmed should be expressed in the form 
of audit report as required by SA 700. 

♦ Auditor’s report should contain a clear written expression of opinion on the financial statements taken 
as a whole. 
 

 

Answer 4.  
(a) 
Sharing Fees with Employees: 
As per clause (2) of Part I of the First Schedule to the Chartered Accountants Act, 1949, a C A in practice is 
deemed to be guilty of professional misconduct if he pays or allows or agrees to pay or allow, directly or 
indirectly, any share, commission or brokerage in the fees or profits of his professional business, to any 
person other than 

♦ a member of the Institute or 

♦ a partner or 

♦ a retired partner or 

♦ the legal representative of a deceased partner, 

♦ or a member of any other professional body or 

♦ with such other persons having such qualification as may be prescribed, for the purpose of rendering 
such professional services from time to time in or outside India. 
In the given case in substance the CA has shared his profit and therefore, is guilty of professional 
misconduct under the clause. It is not the nomenclature to a transaction that is material but it is the 
substance of the transaction, which has to be looked into. 
Conclusion: Mr. K will be deemed to be guilty of professional misconduct under Clause 2 of Part I of First 
Schedule. 
 

(b)  
Sharing Profits with Articled Clerks: 
As per clause (2) of Part I of the First Schedule to the Chartered Accountants Act, 1949, a C A in practice is 
deemed to be guilty of professional misconduct if he pays or allows or agrees to pay or allow, directly or 
indirectly, any share, commission or brokerage in the fees or profits of his professional business, to any 
person other than 



 
 

♦ a member of the Institute or 

♦ a partner or 

♦ a retired partner or 

♦ the legal representative of a deceased partner, 

♦ or a member of any other professional body or 

♦ with such other persons having such qualification as may be prescribed, 
for the purpose of rendering such professional services from time to time in or outside India. 
Conclusion: Mr. X will be guilty of professional misconduct in terms of clause 2 of part I of First Schedule 
and reply of Mr. X that he is paying 1% profits over and above the stipend to help the article clerk is not 
tenable. 
 

(C)  
[i]   Scope of Peer Review: 
The Peer Review process shall apply to all the assurance services provided by a Practice Unit. While 
carrying out review, the reviewer examines the assurance engagement records of the Practice Unit so as 
to cover the following: 

1. Compliance with Technical, Professional and Ethical Standards: 
2. Quality of reporting. 
3. Systems and procedures for carrying out assurance services. 
4. Training programmes for staff (including articled and audit assistants) concerned with 

assurance functions, including availability of appropriate infrastructure. 
5. Compliance with directions and/or guidelines issued by the Council to the Members, including 

Fees to be charged, Number of audits undertaken, register for Assurance Engagements 
conducted during the year and such other related records. 

6. Compliance with directions and/or guidelines issued by the Council in relating to article 
assistants and/or audit assistants, including attendance register, work diaries, stipend 
payments, and such other related records. 
Statement of Peer Review aims to confine the scope of review to preceding 3 years since this 
would 
establish the consistency or deviations, if any, in respect of procedures followed by the PU. 

(ii) Substantive Procedures to be performed to assess the risk of material misstatement: 

♦SA 330, "The Auditor’s Response to Assessed Risk", defines substantive procedures as an audit procedure 
designed to detect material misstatements at the assertion level. They comprise tests of details and 
substantive analytical procedures. 

♦Test of Details: Irrespective of the assessed risks of material misstatement, the auditor shall design and 
perform substantive procedures for each material class of transactions, account balance, and disclosure. 
This requirement reflects the facts that: (i) the auditor’s assessment of risk is judgmental and so may not 
identify all risks of material misstatement; and (ii) there are inherent limitations to internal control, 
including management override. 

♦Substantive Analytical Procedure: Substantive analytical procedures are generally more applicable to 
large volumes of transactions that tend to be predictable over time. SA 520, "Analytical Procedures” 
establishes requirements and provides guidance on the application of analytical procedures during an 
audit. 

♦Depending on the circumstances, the auditor may determine that: 
1. Performing only substantive analytical procedures will be sufficient to reduce audit risk to an 

acceptably low level. For example, where the auditor’s assessment of risk is supported by audit 
evidence from tests of controls.  

2. Only tests of details are appropriate. 



 
 

3. A combination of substantive analytical procedures and tests of details are most responsive to the 
assessed risks. 

 

Answer 5. 
 (a) 
 Delegation of Certification work: 

♦ As per clause 12 of Part I of the First Schedule of the Chartered Accountants Act, 1949, a Chartered 
Accountant in practice is deemed to be guilty of professional misconduct "if he allows a person not 
being a member of the Institute in practice or a member not being his partner to sign on his behalf or 
on behalf of his firm, any balance sheet, profit and loss account, report or financial statements”.  

♦ In this case CA A’ proprietor of M/s A & Co., went to abroad and delegated the authority to another 
Chartered Accountant Mr. Y, his employee, for taking care of routine matters of his office who is not a 
partner but a member of the Institute of Chartered Accountants. 

♦ The Council has clarified that the power to sign routine documents on which a professional opinion 
or authentication is not required to be expressed, may be delegated and such delegation will not 
attract provisions of clause 12. Examples of such instances are issue of audit queries, asking for 
information or issue of questionnaire, attending to routing matters in tax practice etc. 
Conclusion: 
(i) Issuing audit queries during the course of audit falls under routine work, which can be delegated by 
the auditor. Therefore, there is no misconduct in this case. 
(ii) Issuance of production certificate to a client under GST Laws by Mr. "Y” is not a routine work and it 
is outside his authorities. Thus, CA A’ is guilty of professional misconduct under clause 12 of Part I of 
First Schedule of the Chartered Accountants Act, 1949. 
(iii) Attending Income tax proceedings for a client as authorized representative before Income Tax 
Authorities falls under routine work, hence Mr. Y, the employee of M/s A & Co. can attend to routine 
matter in tax practice. Therefore, there is no misconduct in this case. 

(b)  
Management Audit Questionnaire: 
A management audit questionnaire is an important tool for conducting the management audit. 
Through these questionnaires auditors make an inquiry into important facts by measuring current 
performance. 
Objective of Management Audit Questionnaire: 

♦ Comprehensive and Constructive examination of an organisation’s management and its assigned 
tasks. 

♦ Appraisal of management actions in accomplishing the organisation's objectives. 

♦ Highlight weaknesses and deficiencies of the organisation. 

♦ Review of management functions of planning, organising, directing and controlling. 

♦ Evaluation of effectiveness of decision-making process in accomplishing the organisation 
objectives. 
Working: There are three possible answers to the management audit questions - "Yes”, "No” and 
"N.A.". "Yes” answer indicates that the specific area or function under study is functioning in an 
acceptable manner; no written explanation is needed in that case. "No" answer indicates unacceptable 
performance and requires explanation in writing. Those questions that are not applicable and should 
be ignored in the audit are checked in the "N.A.” column. 
Importance: Management Audit Questionnaire not only serves as a management tool to analyse the 
current situation; but also, it enables the management auditors to identify the elements that are 
causing organisational difficulties and deficiencies. 



 
 

(C)  
(i) Criteria for determining the reliability of data used for analytical procedures: 

♦ SA 52 0 "Analytical Procedures” deals with the auditor’s use of analytical procedures as 
substantive procedures and as procedures near the end of the audit that assist the auditor when 
forming an overall conclusion on the financial statements. 

♦ Accordingly, when designing and performing substantive analytical procedures, either alone or 
in combination with tests of details, as substantive procedures in accordance with SA 330, the 
auditor shall evaluate the reliability of data from which the auditor's expectation of recorded 
amounts or ratios is developed, considering the following: 
(i) Source of the information available. For example, information may be more reliable when it is 
obtained from independent sources outside the entity; 
(ii) Comparability of the information available. For example, broad industry data may need to be 
supplemented to be comparable to that of an entity that produces and sells specialised products; 
(iii) Nature and relevance of the information available. For example, whether budgets have been 
established as results to be expected rather than as goals to be achieved; and 
(iv) Controls over the preparation of the information that are designed to ensure its 
completeness, accuracy and validity. For example, controls over the preparation, review and 
maintenance of budgets. 
(ii) Area excluded from the scope of peer review: 
As per Statement of Peer Review by ICAI, the following services are excluded from the scope of 
peer review: 
(i) Management Consultancy Engagements; 
(ii) Representation before various Authorities; 
(iii) Engagements to prepare tax returns or advising clients in taxation matters; 
(iv) Engagements for the compilation of financial statements; 
(v) Engagements solely to assist the client in preparing, compiling or collating information other 
than financial statements; 
(vi) Testifying as an expert witness; 
(vii) Providing expert opinion on points of principle, such as Accounting Standards or the 
applicability of certain laws, on the basis of facts provided by the client; and 
(viii) Engagement for Due diligence 

 

Answer 6.   

(a)   
Audit Procedure when principal auditor is using the work of another auditor: 

SA 600 "Using the work of Another Auditor" guides principal auditor regarding the procedures to 
be performed when he is using the work of another auditor. In case of audit of Consolidated 
financial statements, principal auditor will use the work of auditor of subsidiary company, 
associates and joint venture. As per SA 600, auditor of Consolidated Financial Statements is 
supposed to perform the following: 

(a) When principal auditor plans to use the work of another auditor, he should consider the 
professional competence of the other auditor in the context of specific assignment if the other 
auditor is not a member of the ICA1. 



 
 

(b) The principal auditor should perform procedures to obtain sufficient appropriate audit 
evidence, that the work of the other auditor is adequate for the principal auditor’s purposes, in 
the context of the specific assignment. 

(c) The principal auditor should consider the significant findings of the other auditor. 

(d) The principal auditor should document in his audit working papers the followings 

♦ Components audited by another; 

♦ Audi: procedures adopted and results thereof; 

♦ Cone lusion that particular component is not material; 

♦ Manner of dealing with modification in another auditor’s report 

(e) When the principal auditor concludes, based on his procedures, that the work of the other 
auditor cannot b? used and the principal auditor has not been able to perform sufficient 
additional procedui es regarding the financial information of the component audited by the other 
auditor, the principal auditor should express a qualified opinion or disclaimer of opinion because 
there is a limitation on the scope of audit. 

(f) When the principal auditor has to base his opinion on the financial information of the entity as 
a whole relying upon the statements and reports of the other auditors, his report should state 
clearly the division of responsibility for the financial information of the entity by indicating the 
extent to which the financial information of components audited by the other auditors have been 
inc uded in the financial information of the entity. 

 

(b)  
Auditor's negligence in performance of duties: 

♦ As per clause 7 of Part-I of Second Schedule of Chartered Accountants Act, 1949, a Chartered 
Accountant in practice is deemed to be guilty of professional misconduct if he "does not exercise 
due diligence or is grossly negligent in the conduct of his professional duties”. 

♦ In the present case, Mr. X, a partner of X & Co., advised the M.D. of True Ltd. to include in sales, 
orders under negotiations to reflect a better financial position for obtaining bank loan. 

Conclusion: Mr. X is guilty of professional misconduct under Clause 7 of Part I, Second Schedule 
to the CA Act, 1949, as he has acted in a negligent manner. 

He will also be deemed guilty of other misconduct under Clause (2) of part IV of First Schedule for 
advising unethical practice to the client. 

 

(c)  
Situations in which new engagement letter is required in case of recurring audit: 

♦ SA 210 "Agreeing the Terms of Engagement” deals with the auditor’s responsibilities in agreeing 
the terms of the audit engagement with management. As per SA 210, in case of recurring audits, 
the auditor shall assess whether circumstances require revision in terms of the audit engagement 
and whether there is a need to remind the entity of the existing terms of the audit engagement. 

♦ The auditor may decide not to send a new audit engagement letter or other written agreement 
each period. However, the following factors may make it appropriate to revise the terms of the 
audit engagement or to remind the entity of existing terms: 



 
 

1. Any indication that the entity misunderstands the objective and scope of the audit. 

2. Any revised or special terms of the audit engagement. 

3. A recent change of senior management. 

4. A significant change in ownership. 

5. A significant change in nature or size of the entity’s business. 

6. A change in legal or regulatory requirements. 

7. A change in the financial reporting framework adopted in the preparation of the F.S. 

8. A change in other reporting requirements. 

 

Answers 7. 

(a)  
Appropriateness of making inquiries of management regarding assessment of fraud; 

SA 240 "Auditor’s Responsibilities relating to Fraud in an Audit of Financial Statements" 
requires the auditor to make inquiries of management regarding: 

[a) Management’s assessment of risk of material misstatement due to fraud; 

(b) Management’s process for identifying & responding to the risks of fraud in the entity, 
including any specific risks of fraud; 

(c) Management’s communication, if any, to TCWG; and 

(d) Management’s communication, if any, to employees regarding its views on business 
practices and ethical behaviour. 

Management is responsible for the entity's internal control and for the preparation of the 
financial statements. Accordingly, it is appropriate for the auditor to make inquiries of 
management regarding management’s own assessment of the risk of fraud and the controls 
in place to prevent and detect it. 

The nature, extent and frequency of management’s assessment of such risk and controls may 
vary from entity to entity. In some entities, management may make detailed assessments 
on an annual basis or as part of continuous monitoring. In other entities, management’s 
assessment may be less structured and less frequent. 

The nature, extent and frequency of management’s assessment are relevant to the auditor’s 
understanding of the entity’s control environment. For example, the fact that management 
has not made an assessment of the risk of fraud may in some circumstances be indicative of 
the lack of importance that management places on internal control. 

(b)   

Role & Responsibilities of Statutory auditor in relation to compliance of Laws and 
Regulations: 

♦ The auditor shall obtain a general understanding of: 

(a) The legal and regulatory framework applicable to the entity and the industry or sector in 
which the entity operates; and 

(b) How the entity is complying with that framework. 



 
 

♦ The auditor shall obtain sufficient appropriate audit evidence regarding compliance with 
the provisions of those laws and regulations generally recognized to have a direct effect on 
the determination of material amounts and disclosures in the financial statements. 

♦ The auditor shall perform the following audit procedures to identify instances of non-
compliance with other laws and regulations that may have a material effect on the financial 
statements: 

(a) Inquiring of management; and 

(b) Inspecting correspondence, if any, with the relevant licensing or regulatory authorities. 

♦ During the audit, the auditor shall remain alert to the possibility that other audit procedures 
applied may bring instances of non-compliance or suspected non-compliance with laws and 
regulations to the auditor’s attention. 

♦  Obtain written representation that all known instances of non-compliance or suspected non- 
compliance with laws and regulations have been disclosed to the auditor. 

(c) 
(i) Access to Working papers to Regulators and Third Parties: 

♦ Clause (1) of Part I of Second Schedule to the Chartered Accountants Act, 1949 states that a CA 
in practice shall be deemed to be guilty of professional misconduct if he discloses information 
acquired in the course of his professional engagementto any person other than his client, without 
the consent of his client or otherwise than as required by law for the time being in force. 

♦ SA200 on"Overall Objectives ofthe Independent Auditor and theconduct of anaud it in 
accordance with Standards on Auditing” also reiterates that, "the auditor should respect the 
confidentiality of the information obtained and should not disclose any such information to any 
third party without specific authority or unless there is a legal or professional duty to disclose”. If 
there is a request to provide access by the regulator based on the legal requirement, the same 
has to be complied with after informing the client about the same. 

♦ SQC-1, "Quality Control for Firms that Perform Audits and Reviews of Historical Financial 
Information, and Other Assurance and Related Services Engagements”, provides that, unless 
otherwise specified by law or regulation, audit documentation is the property of the auditor. He 
may at his discretion, make portions of, or extracts from, audit documentation available to 
clients, provided such disclosure does not undermine the validity of the work performed, or, in 
the case of assurance engagements, the independence of the auditor or of his personnel. 

♦ As per SA 230, Audit documentation serves a number of additional purposes, including the 
enabling the conduct of external inspections in accordance with applicable legal, regulatory or 
other requirements. 

Conclusion: It is auditor’s responsibility to provide access to his audit working papers to 
Regulators when required by law whereas auditor is under no obligation to provide access to 
working papers to third parties. 

 

(ii) Information assisting auditor in accepting and continuing of relationship with the client: 

As per SA 220 "Quality Control for an Audit of F.S." the information which assists the auditor in 
accepting and continuing of relationship with the client may include the following: 

♦ The Integrity of the principal owners, key management and TCWG of the entity; 



 
 

♦ Competency of engagement team to perform the audit engagement and availability of 
necessary capabilities, including time and resources; 

♦ Compliance with relevant ethical requirements by firm and the engagement team; and 

♦ Significant matters that have arisen during the current or previous audit engagement, and their 
implications for continuing the relationship. 
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E- BOOK OF AUDIT SAAR AVAILABLE HERE :  
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