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Auditing and Assurance questions for Nov 2018 by CA Anil K Reddy 
 

 

 

Q.No.1. State the objectives of an Audit? 

Answer 

As per SA -200, the primary objective of audit is to enable an auditor to express an opinion on Financial 
Statements, prepared within a framework of recognised accounting policies and practices and relevant 
statutory requirements. 

1. Main objective: The main objective of auditing is to report whether the financial statements are 
showing true and fair view or not. This is done by comparing the B/S and profit and loss a/c with 
the books of accounts. 

2. Other objectives: 

a) Detection and prevention of frauds, and 

b) Detection and prevention of errors. 

The same was also upheld in the LONDON AND GENERAL BANK LTD. CASE. 

 

Why discovery of all frauds and errors cannot be made the main objective of audit?: 

a) If an audit is conducted with the objective of discovering all frauds, it would take lot of time. It is not 
possible to complete the audit within the time limit. 

b) Further, a detailed examination of all the books would be required. This increases the cost of the audit 
which is to be borne by the shareholders. 

c) Even if such an examination is done there is no guarantee that all frauds will be found. 
d) Suppose, a sole trader sets out from his shop. On the way, he borrows money of Rs.1,00,000 from a 

friend. He purchases goods for cash for Rs.1,00,000 and sells them for Rs.2,00,000. Thereafter, he 
returns Rs.1,00,000 to his friend and makes a profit of Rs.1,00,000. In this case the auditor can’t detect 
this unless the sole trader informs him of these transactions, because neither the amounts have been 
received nor paid by cheque nor the purchases entered in the stock records nor any bill or receipt has 

The London 

and 

General 

Bank Ltd 

[1895] 

It is no part of Auditor‘s duty to give advice either to Directors or Shareholders 

as to what they ought to do. An auditor has nothing to do with the profitability 

or unprofitability, provided he discharges his own duty to the shareholders. 

His business is to ascertain and state the true financial position of the 

company at the time of the audit and his duty is confined to that. 
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been obtained. 
 

Q.No.2.    Matters indicating auditor about non-compliance of laws & regulations by management. 

Answer 

Matters   indicating   Auditor   about   Non-Compliance   with   Laws   and   
Regulations   by Management: As per SA 250 on ―Consideration of Laws and Regulation in an 
Audit of Financial Statements‖, the following are examples or matters indicating to the auditor about 
non-compliance with laws and regulations by management- 

(i) Investigations by regulatory organisations and government departments or payment of 

fines or penalties. 

(ii) Payments for unspecified services or loans to consultants, related parties, employees or 

government employees. 

(iii) Sales commissions or agent‘s fees that appear excessive in relation to those ordinarily 

paid by the entity or in its industry or to the services actually received. 

(iv) Purchasing at prices significantly above or below market price. 

(v) Unusual payments in cash, purchases in the form of cashiers‘ cheques payable to bearer 

or transfers to numbered bank accounts. 

(vi) Unusual payments towards legal and retainership fees. 

(vii) Unusual transactions with companies registered in tax havens. 

(viii) Payments for goods or services made other than to the country from which the  goods 

or services originated. 

(ix) Payments without proper exchange control documentation. 

(x) Existence of an information system which fails, whether by design or by accident, to 

provide an adequate audit trail or sufficient evidence. 

(xi) Unauthorised transactions or improperly recorded transactions. 

(xii) Adverse media comment. 
 

Q.No.3. What are the aspects to be covered in an audit. 

Similar Questions: 
Overall Audit Approach   

State the matters which statutory auditor should look  before framing opinion on accounts on 
finalisation of accounts.  
Functions of an Audit.  

What the auditor is supposed to do to satisfy himself that nothing contained in the statements will mislead 

anybody? 

Answer 

a) Checking the arithmetical accuracy of the books of accounts. 
b) Vouching the authenticity of the transactions entered into during the course of business by the 

examination of various supporting evidences. 
c) Ascertaining that proper distinction has been made between capital and revenue items. 
d) Comparison of the Balance Sheet and Profit and Loss items with the books of accounts to confirm 

whether they are in accordance therewith. 
e) Checking whether the Balance sheet and P&L account are showing true and fair view. 
f) Verification and valuation of assets & liabilities. 
g) In case of company audit, confirming whether the legal requirements have been complied with. 
h) Cut-off - Ascertaining that amounts of various incomes and expenditures adjusted in the accounts 

correspond to the accounting period. (i.e. ascertaining whether proper adjustments for accrued / 
prepaid expenses and income received in advance / outstanding was made). 
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i) Examination of the internal control system. 
j) Reporting to the appropriate authority (i.e. audit report). 

 

Q.No.4. Letter of Engagement. 

Similar Questions: 
State the purpose of a ‗Letter of Engagement‘. 
 ―An auditor who before the completion of the engagement is requested to change the engagement to 
one which provides a lower level of assurance should consider the appropriateness of doing so.‖ 
Discuss 

Answer 

1. Letter of Engagement: 
a) Letter of engagement refers to the letter written by the Auditor to the Client, documenting 

and confirming his acceptance to the appointment, the objective, scope and extent of his 
responsibilities to his Client. 

b) The Auditor and the Client should agree on the terms of engagement. The agreed terms should 
be recorded in an audit engagement letter or other suitable form of contract. 

c) In the interest of both Client and Auditor, the Auditor should send an Engagement Letter, 
preferably before the commencement of engagement, to avoid any misunderstanding with 
respect to engagement. 

2. Purpose: (PM) 
a) Define the duties and responsibilities. 
b) Remembering that client is responsible for preparing the accounts, introduction and 

maintenance of internal control system, etc. 
c) Remembering the client that the audit may not necessarily discover fraud or error. 
d) Set out the basis of audit fees. 
e) Indicate the time within which the audit is expected to be completed. 
f) This will help in avoiding misunderstanding between client and auditor in future. 

3. The issuing of this letter in case of non-statutory audit is highly recommended, as the 
possibility of misunderstanding is more. 

4. In case of statutory audit, though the scope of audit is specified in the act, it is desirable to issue 
such a letter. 

5. Contents: 
a) Object of audit of financial statements. 
b) List of Management‘s responsibilities for: 

i) Preparation of financial statements. 
ii) Selection  of   appropriate  accounting   policies  and  compliance  with  Accounting 

Standards. 
iii) Maintenance of adequate records and internal controls. 

c) The scope of audit like period, the areas going to be covered. For example, the auditor may 
state that his appointment is for the audit of the balance sheet as at March 31, 20xx and the 
profit and loss account for the year ending March 31, 20xx. 

d) Nature and form of audit reports. 
e) The audit evidence is more prima facie in nature rather than conclusive. 
f) Accessibility required with regard to books, documents, etc. 
g) Details relating to duration of audit, fees and other incidental expenses. 
h) That the auditor is expecting a management letter from the management. 
i) Expert‘s services expected to be used. 
j) Arrangements for communication with previous auditor. (Clause 8, Part-I, Schedule-I) 
k) Possibility of audit process being subjected to peer review under the C.A. Act, 1949. 

6. Recurring audit: Normally there is no need to issue it. However, in the following cases, it shall be 
issued: (N14 – 5M) 
a) Where there is an indication that the client has not understood the audit engagement letter 

issued during the previous year. 
b) Where there are revised terms of engagement. 
c) Where there is a change of management. 



Compiled by CA Anil Kumar Reddy                                             IPCC                                                   Auditing and Assurance 

Guess Questions for Nov  2018                            Facebook.com/caanilkreddy                                                                             4 
 

d) Where there is a change in the size or nature of business. 
e) Where there are new legal requirements and professional requirements of ICAI. 

7. Acceptance of changes in terms of engagement: 
a) Agreement on new terms: If the Auditor concludes that there is reasonable justification to 

change the engagement and if the audit work performed complies with the SAs applicable 
to the changed engagements then in order to avoid confusion, the Report issued would be as 
per the revised terms. In order to avoid confusion, the Report would not include reference to 
i) The original engagement, or 
ii) Any procedures that may have been performed in the original engagement. 

b) Non Agreement on new terms: 
i) The Auditor should not agree  to a change of the engagement, if there is no reasonable 

justification for doing so. 
ii) If the Auditor does not agree to a change of the engagement and is not permitted to 

continue the original engagement, the Auditor should withdraw and consider whether 
there is any obligation, either contractual or otherwise, to report the circumstances 
necessitating the withdrawal to other parties, such as the Board of Directors or 
Shareholders. 

8. Acknowledgement: 
Purpose of Acknowledgement: Generally, the Engagement Letter issued by the Auditor may be 

acknowledged by the Auditee and returned to the Auditor, to establish. 

a) That the Client understands of the terms of engagement is in accordance with the 
Engagement Letter issued by the Auditor. 

b) That the Auditor has complied with the requirements of SA-210 in so far as they are related 
to sending the Audit Engagement Letter. 

Note: Relevant standard on auditing is SA-210. 
 

Q.No.5. What are the different auditing techniques? 
The term audit techniques mean the tools adopted by the auditor to check the true and fair view shown 
by the financial statements. The following are the examples of auditing techniques: 
a) Vouching: Vouching consists of comparing the entries in the books with the particulars in the 

voucher as regards date, amount, name of the party etc. (checking the validity and authenticity 
of the transactions). 

b) Posting: Means checking the process of recording the transaction in the appropriate books, 
records and documents. 

c) Casting: Means checking the totaling of accounts selected on test basis. 
d) Confirmation: Means the process of obtaining response either in written or oral forms. 
e) Physical examination: Means the process of examining in personal. 
f) Year-end scrutiny: Means checking the accounts and the transactions at the end of the period 

with a view to find out the genuineness of the transactions. 
g) Tracing: Means checking the amounts from one statement to another. 
h) Scanning. 
i) Reconciliations 

 

Q.No.6. Write a short note on surprise check. 
Similar Question: Is surprised checks desirable in audit, if so give important 

recommendations. 

Mention, any four, areas where surprise checks can significantly improve the effectiveness 

of an audit. 

Answer 
a) Meaning: It means surprise visit by the auditor to verify the various aspects relating to audit i.e. 

an auditor visits the client‘s office without prior intimation to check the various aspects relating to 
audit. 

b) Moral check: Such visits by the auditor acts as moral check on employees. 
c) Time & Areas: The element of surprise in an audit can be both with regard to the time of the audit 

and the areas which are subjected to audit. 
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d) Frequency of surprise checks: It is a matter to be decided having regard to the circumstances of 
each audit. However, wherever possible a surprise check should be made at least once in the 
course of an audit. 

e) When suitable: They are suitable in cases where the auditor is not satisfied with internal control 
system or where the company is a very large one or the company has numerous branches, etc.  

f) Areas: Generally, this is adopted in the following areas 
i) Verification of cash and investments. 
ii) Test verification of stores and stocks and the records relating thereto. 
iii) Verification of books of primary entry. 
iv) Verification of statutory registers. 

g) Communicate to management: The results of surprise check should be communicated to the 
management by a report so that corrective action can be taken by the management. 
 

Q.No.7. Difference between Audit & Investigation. 

Basis Audit Investigation 
Compulsory It is compulsory in the case of 

companies. 
It is not compulsory, unless it is required by 
the management (Non statutory 
investigation) or it is required by  C.G. under 
companies Act (Statutory Investigation). 

Appointment Appointment of auditor is done 
by shareholders. 

Management - In case of non statutory 
investigation and In case of statutory 
investigation - Central government  

Object The object is to give an opinion 
whether financial statements are 
showing true and fair view. 

The object  is to find out  in detail the 
facts in respect of a particular area. 

Scope Determined by the act. Determined by the appointing authority. 

Remuneration Fixed by the shareholders. Fixed by respective appointing authority. 

Qualification Should be a qualified C.A.  No specific qualification is required. 

Inter-relation Audit includes investigation 
because while auditing all the 
areas are covered. 

Whereas investigation does not include 
audit because it is restricted to  a specific 
area. 

Period It covers a period of 12 months. No time frame covered by the 
investigation studies. 

Submission 
of report 

Shall be submitted to the 
shareholders. 

Report shall be submitted to the 
respective appointing authority. 

Nature of 
evidence 

Auditor  looks  for  prima-facie 
evidence. 

Investigator looks for conclusive 
evidence. 
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Q.No.8. Write about examination / auditing in depth. 

Similar Questions: - Walk Through Test 

Answer 
1. It means a detailed step-by-step examination of selected transactions tracing all the events from the 

beginning to the end of that transaction. 
2. While  conducting  an  auditing  in  depth  the  auditor  checks  all  the  accounting  and 

operational aspects of a transaction from the beginning to the end. 
3. This enables him to gain a complete understanding of the nature of the transaction, the stages 

involved in its processing and the controls at each stage. 
4. An in-depth audit of transactions selected at random gives the auditor more valuable audit evidence 

than a prima facie examination of all the transactions. 
5. Example 1: In case purchases are taken for auditing in depth, the auditor will examine: 

a) Purchase Requisition, 
b) Invitation of quotations and analysis of the same, 
c) Official Purchase order, 
d) Receipt of goods, together with delivery challans 
e) Admission of goods to stores after verification of quality, quantity etc., 
f) Entry in store records, 
g) Receipt of supplier’s Invoice, 
h) Entries in Purchase day book, 
i) Postings to purchase ledger and purchase ledger control account, 
j) Payment of Cheque in settlement of invoice & Entry for payment in Cash/Bank book, 
k) Posting from Cash book to Ledger Account. 

Q.No.9. Areas in which accounting policies are encountered? 

Areas in which different accounting policies may be encountered are: 
1. Valuation of inventories – FIFO, LIFO, weighted average etc. 
2. Method of depreciation, depletion and amortization – SLM, WDV method. 
3. Treatment of expenditure during construction i.e. write off, capitalization, deferment. 
4. Recognition of profit on long term contracts – year to year, % completion etc. 
5. Valuation of fixed assets – historical cost, revaluation price, exchange fluctuation etc. 
6. Conversion or translation of foreign currency items – average rate, actual, buying rate etc. 
7. Treatment of goodwill – write off, retain. 
8. Valuation of investment – at cost, market or net realizable value etc. 
9. Treatment of retirement benefits – Actuarial, funded through trust, insurance policy etc. 
10. Treatment of contingent liabilities. 

Q.No.10. : what is meant by continuous audit?  What are its advantages
 and disadvantages? 

Ans 

Meaning: 

a) It refers to the audit conducted continuously like monthly, quarterly etc. 

b) The auditor visits the client‘s office at regular intervals and checks the books etc. 

c) In such audit, detailed examination is possible since audit is conducted in a phased manner. 

d) It is also known as detailed audit. 

e) Example, if an auditor has to audit the financial statements relating to the year ending March 

31st, 2011, he may take up the audit work immediately after his appointment as auditor in 2010. 

Suitability: 

a) If it is necessary to audit the final accounts with in a short gap after the close of the year. 

b) Where the business is very large. 

c) Where proper internal control system is not in existence and the chances of errors or frauds 
exist. 
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d) Where  the  management  wishes  to  review  the  audited  financial  position  monthly  or 
quarterly. 

Merits: 

a) Detailed checking of books etc. is possible since time available for audit is very high. 

b) The auditor can work efficiently. 

c) The regular presence of auditor acts as a check on the client‘s staff & reduces frauds. 

d) Rectification of errors is done at the earliest. 

e) The management will get the reliable financial information at any time. 

Demerits: 

a) There are more chances for alteration of the amounts in books by the client‘s staff. 

b) Frequent contact of the client staff & audit staff may provide scope for frauds. 

c) The auditor is likely to lose the continuity of work. 

d) It is expensive. 

e) It causes more inconvenience to the client staff since auditor frequently visits their office. 

The demerits of a continuous audit can be avoided if the following precautions are 

taken: 

a) During the course of each visit, work should be completed upto a definite stage so as to avoid 
loose ends. 

b) At the end of each visit, important balances should be noted down and the same should be 
compared at the time of the next visit. 

c) The visits should be at irregular intervals of time so that the client‘s staff may not in advance 
know the exact date when the audit would be resumed and thus may be able to prepare 
themselves in advance for the same. 

d) The nominal accounts should be checked only at the time of final closing. 

e) The client‘s staff should be instructed not to alter or correct audited figures. The auditor should 
also device a special form of ticks for being placed against figures which have been altered and 
neither its purpose nor significance should be disclosed to the client‘s staff. 

 
Q.No.11. Discuss the reliability standards (levels) of audit evidence. 

Similar Questions: 
Discuss the principles, which are useful in assessing the reliability of audit evidence. 
The reliability of audit evidence is influenced by its source, nature and circumstances under which it is 
obtained. 

Answer   Reliability Standards: 

a) External evidence (E.g. 3rd party confirmations) is more reliable than internal evidence (Source). 
b) Internal  evidence  is  more  reliable  when  related  internal  control  system  is  working 

satisfactorily (Nature). 
c) Evidence obtained by the auditor himself is more reliable than obtained from the entity. 
d) Documentary evidences i.e. evidences in the form of documents are more reliable than oral 

evidences (form). 
e) If the evidence received from different sources/forms is consistent (i.e. One evidence supports 

the other), there is a high level of reliance. 
f) Original evidence is more than Photocopies. 

Q.No.12. What are the contents of an audit note book? Give a specimen page of an audit note book 
with four imaginary entries therein. 
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Contents & Importance: 
a) The audit notebook contains auditor‘s specific observations on matters in respect of which 

satisfactory explanation was not readily or immediately available. 
b) In the course of follow-up of the observations recorded in the audit note book, many of them get 

settled with explanations and evidences produced by the management latter, while deleting any 
such observation, the auditor also records against each of such observation the reasons for 
deletion. 

c) Thereafter, the auditor is left with only the unsettled observations and considers them from various 
relevant angles for preparing the audit report. 

d) It is useful as evidence in the court, in case client files a case against the auditor. 
e) Therefore  the  audit  notebook  forms  an  important  evidence  of  work  done  and  points 

considered in the course of an audit. 
f) The audit note book is also a very useful document to design the next audit programme so as to 

concrete on debatable issues. 
Specimen of entries in an Audit Note Book to indicate the manner in which entries in those books 
ought to be made: 

Queries - Cash Book Payment 
 

Vou. No. A/c Debited Rs. Query How disposed off 

38 Advertisement 1,600 Managing directors 
sanction required. 

Sanction obtained. 

107 Rent 1,500 Rent receipt required. Produced. 

Queries - Purchase Journal 
 

Vou. No. A/c Debited Rs. Query How disposed off 

42 Machinery 1,49,160 Board’s sanction 
required. 

Sanction obtained Minutes dated 10-1-
03. 

 
123 

 
Raw Material 

 
13,457 

Rates for items 
(i) and (ii) are 

different. 

Items of the quality ordered not being 
available; a better quality was accepted 
under purchase officer’s approval. 

Q.No.13. What do You mean by “Working Papers”? 

Similar questions: 
What are the main functions of working papers? (N 03 – 5M) Discuss 

the principles which govern the form and content of working papers? (N 07 – 6M) What are 

the contents of permanent and current audit file? (M 10 – 5M) Whose 

property are the working papers? 

.”The auditor should document the matters which are important in providing evidence that the audit was conducted 

in accordance with the standards on auditing”-Discuss. (N 11 – 4M) 

What does SA 230 says about utility, ownership, custody and retention of working papers? (PM) 
Answer: Meaning of Working Papers (SA 230): Audit working papers comprise all documents prepared or obtained by the 
auditor and retained by him in connection with the performance of his audit. 

Functions / Importance / Advantages /Utility of working papers: 
(N 90, 13, M 07, M15, PM, M15 RTP, N14 RTP, N14 MTP1 - 4M) 

a) To help in the planning and performance of the audit. 
b) To help in the supervision and review of the audit work. 
c) Provide evidence of the audit work performed to support the auditor‘s opinion. 
d) Record and demonstrate the audit work performed to support the Auditor‘s opinion. 
e) Plan the timing and extent of audit procedures to be performed. 
f) Draw conclusions from the evidence obtained. 
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g) Standardise the working papers and audit procedures to improve the efficiency of the audit. 
h) Facilitate the delegation of work as a means to control quality of work performed. 
i) Provide guidance to the audit staff with regard to the manner of checking the schedules, 
j) Fix responsibility on the staff member who signs each schedule checked by him, and 
k) Act as evidence in a Court of law when a chance of negligence is brought against the Auditor. 

Principles governing the Form & Contents of Working papers (or) Audit: 
(M 13, N15 – 5M, RTP, M15 MTP1 - 5M) 

The form and contents of the working papers is a matter of professional judgment. However, the basic 
principles governing the form and contents of working papers are discussed below: 
a) The size and complexity of the entity. 
b) The nature of the audit procedures to be performed. 
c) The identified risks of material misstatement. 
d) The significance of the audit evidence obtained.  

e) The nature and extent of exceptions identified. 
The need to document a conclusion or the basis for a conclusion not readily determinable from the 
documentation of the work performed or audit evidence obtained. 
The audit methodology and tools used. 

Contents of permanent Audit file: 
a) Information concerning the legal organizational structure of the entity, such as memorandum and 

articles of association in case of a company, and relevant regulations in the case of a statutory 
corporation. 

b) Extracts or copies of important legal documents, agreements and minutes relevant to the audit. 
c) A record of the study and evaluation of internal controls related to the accounting system. 
d) Copies of audited financial statements of previous years. 
e) Analysis of significant ratios and trends. 
f) Copies of management letter, issued by auditor, if any. 
g) Record of communication with the retiring auditor, if any, before the acceptance of the 

appointment as auditor. 
h) Notes regarding significant accounting policies. 
i) Significant audit observations of earlier years. 
j) List of officers, their financial powers and authorities. 
k) List of offices, factories, godowns, depots etc. 

Contents of current audit file: (N 12 - 8M) 
a) Correspondence relating to acceptance of annual reappointment. 
b) Extracts of important matters in the minutes of Board meetings and general meetings, as are 

relevant to audit. 
c) Evidence of the planning process of the audit and audit programme. 
d) Analysis of transactions and balances. 
e) A record of nature, timing and extent of auditing procedures performed, and the results of such 

procedures. 
f) Evidence that the work performed by assistants was supervised and reviewed. 
g) Copies of communication with other auditors, experts and other third parties. 
h) Letters or representation or confirmation received from the client. 
i) Copies of letters or notes concerning audit mattes communicated to or discussed with the client. 

Including the terms of the engagement and material weakness in relevant internal controls. 
j) Conclusions reached by the auditor concerning significant aspects of the audit. 
k) Copies of the financial information being reported on, and the related audit reports. 
l) Reports of branch auditors, internal auditors and stock auditors etc. 

Whose property are the Audit Working Papers? 
a) As per SA-230 Working papers are the property of the auditor. 
b) The auditor may, at his discretion, make portions of or extracts from his working papers available 

to the client. 
c) SQC-1 requires firms to establish policies and procedures for the retention of engagement 

documentation. The retention period for audit engagements ordinarily is not shorter than seven 
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years from the date of the auditor‘s report, or, if later, the date of the group auditor‘s report 
(emphasis added). 

Note: Relevant standard on auditing is SA 230. 
 

Q.No.14. Write about the Sampling Techniques? 
Similar question: What is the meaning of Sampling? Also discuss the methods of Sampling. Explain 
in the light of SA 530 ―Audit Sampling‖. (PM, M15RTP) 

Answer 
1. Judgmental sampling techniques: Under this method the size of the sample are determined by the 

auditor on the basis of his past experience and knowledge. This has been the method followed for so 
many years. The main defect of this technique is that it is not scientific in nature. There are possibilities of 
the personal bias  of the auditor  in selecting the sample. 

2. Statistical sampling technique: This method is more scientific as compared to the previous method. It 
involves the use of Statistical sampling methods in determining the appropriate sample size. It is not 
necessary for an auditor to gain in-depth knowledge of statistics, because the statistical tables are 
available for the use by the auditor. The following are the methods.  

 
 

  

    
3. Simple Random Sampling: The procedure used under this method is use of random number 

tables for selection of sample. By using random number tables the element of bias is removed.
 (M15 – 4M, PM, N14 MTP1 - 4M) 

4. Stratified Random Sampling: This method involves dividing the whole population in a few 
separate groups and then taking sample from each of the group. The group thus, formed shall 
be called strata. Each strata is considered as a separate Population and proportionate items are 
selected from each of the strata. The auditor uses his judgement in selecting the number of groups 
or strata. (PM, N 00 - 4M, M 11,15 - 4M) 
E.g. While verifying the debtors balances the following strata may be formed: 0 to 25,000, 25,000 
to 75,000, 75,000 to 1,00,000 & Over 1,00,000. In the above auditor may select all the items over 
1,00,000 and reduce his % of checking gradually for other areas. 

5. Block sampling: This method involves selection of a defined block of consecutive items, 
e.g. first 200 invoices from the sales day book of September or any 4 blocks of 50 sales invoices. 
Similarly, all items in an alphabetical or numerical sequence may be selected e.g. all debtors with 
their names beginning with letter ‗C‘. 

6. Cluster sampling: This method involves dividing the population into groups of items which are 
known as clusters. A number of clusters are randomly selected from all the cluster rather than 
individual items of the population. The items of the selected cluster can be either checked 
completely or a randomly selected proportion can be examined. 

 

 

 

 

 

 

 

 

 

Random Sampling Methods Systematic Sampling Methods 

Simple Random 

Sampling 

Stratified Random 

Sampling 

Block 

Sampling 

Cluster 

Sampling 
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Q.No.15. What auditor shall do after the identification of significant related party transactions 
outside the entity‘s normal course of business? 

Answer 

Identification of Significant Related Party Transaction Outside Business: As per SA 550 on “Related Parties”, for 

identified significant related party transactions outside the entity’s normal course of business, the auditor shall- 

(i) Inspect the underlying contracts or agreements, if any, and evaluate whether: 

(1) The business rationale (or lack thereof) of the transactions suggests that they may have 

been entered into to engage in fraudulent financial reporting or to conceal 
misappropriation of assets; 

(2) The terms of the transactions are consistent with management‘s explanations; and 

(3) The transactions have been appropriately accounted for and disclosed in accordance 

with the applicable financial reporting framework; and 

(ii) Obtain audit evidence that the transactions have been appropriately authorized and approved. 

 

Q.No.16. As an auditor what are the essential points to be borne in mind while examining a voucher? 

Answer 

Examining a Voucher: The essential points to be borne in mind while examining a voucher are- 

(i) that the date of the voucher falls within the accounting period; 

(ii) that the voucher is made out in the client‘s name; 

(iii) that the voucher is duly authorised; 

(iv) that the voucher comprised all the relevant documents which could be expected to have been 

received or brought into existence on the transactions having been entered into, i.e., the 

voucher is complete in all respects; and 

(v) that the account in which the amount of the voucher is adjusted is the one that would clearly 

disclose the character of the receipts or payments posted thereto on its inclusion in the final 

accounts. 

After the examination is over, each voucher should be either impressed with a rubber stamp or 

initialed so that it may not be presented again in support of another entry. 

 
Q.No.17. What are the Disqualifications of a Company‟s Auditor? 

As per Sec 141 (3), the following persons shall not be eligible for appointment as an auditor of a 

company, namely: 

a) A Body Corporate other than a LLP incorporated as per Limited Liability Partnership Act, 2008; 
b) An Officer or Employee of the company; 
c) A person who is a Partner or an Employee of an officer or employee of the company; 
d) A person who, or his relative or partner— 

i) Is holding any security or interest in the company 
Exception: the relatives may hold security or interest in the company of face value not  

exceeding Rs 1 Lakh. 

ii) Is indebted to the company in excess of such amount as may be prescribed (Rs 5 Lakh); 
(or) 

iii) Has given a guarantee or provided any security in connection with the indebtedness of any 
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third person to the company for such amount as may be prescribed (Rs 1 Lakh); 
e) A person or a firm (including LLP) having Business Relationship (whether directly or 

indirectly) with the company of such nature as may be prescribed; 
f) A person whose relative is a director or is in the employment of the company as a director or key 

managerial personnel; 
g) A person who is in full time employment  elsewhere or  a person or a firm  holding 

appointment as an auditor of more than twenty companies at the time of appointment or 
reappointment in the company; ( except OPC, Small Co, Pvt co share cap is less than 100crs) 

h) A person who has been convicted (imprisoned) by a court of an offence involving fraud 
and a period of ten years has not elapsed from the date of such verdict; 

i) Any person whose subsidiary or associate company or any other form of entity, is engaged in 
services as provided in section 144. 
As per Sec 141(4) where a person appointed as an auditor of a company incurs any of the 
disqualifications mentioned in sub-section (3) after his appointment, he shall vacate his office and 
such vacation shall be deemed to be a casual vacancy in the office of the auditor. 
Note 1: It is to be noted that the Company includes its subsidiary, or it‘s holding or associate 
company or subsidiary of such holding company for the purpose of disqualifications contained in (d) 
above and in case of (e) above subsidiary of such associate company will also include. 
Note 2: Following transactions are to be excluded within the meaning of ‗Business Relationship‘ 
contained in (e) above… 

i) Commercial transactions which are in the nature of professional services permitted to be rendered 
by an auditor or audit firm under the Act and the Chartered Accountants Act, 1949; 

ii) Commercial transactions which are in the ordinary course of business of the company at arm‟s 
length price – like sale of products or services to the auditor, as customer, in the ordinary course of 
business, by companies engaged in the business of telecommunications, airlines, hospitals, 
hotels and such other similar businesses. 

Q.No.18. What is the procedure for filling of a casual vacancy? 
a) In the case of a company other than a Government company, Casual vacancy is filled by the 

Board of Directors within 30 days. 
b) If such casual vacancy is as a result of the resignation of an auditor, such appointment shall 

also be approved by the company at a general meeting convened within three months of the 
recommendation of the Board and he shall hold the office till the conclusion of the next annual 
general meeting. 

c) In the case of a Government company casual vacancy in Auditor‘s Office is filled by the 
Comptroller and Auditor-General of India within thirty days. In case C&AG fail to do so the Board of 
Directors shall fill the vacancy within next 30 days. 

d) As per section 140 (2) the auditor who has resigned from the company shall file within a period of 
thirty days from the date of resignation, a statement in the prescribed form with the company and 
the Registrar, and in case of Government companies the auditor shall also file such statement 
with the Comptroller and Auditor General of India, indicating the reasons and other facts as may 
be relevant with regard to his resignation. In case of failure the auditor shall be punishable with fine 
which shall not be less than fifty thousand rupees but which may extend to five lakh rupees as per 
section 140 (3). 

Q.No.19. Briefly explain the concept of Removal of Auditor before Expiry of Term. 
Ans; According to Section 140 (1) the auditor appointed under section 139 may be removed from his office 
before the expiry of his term only by a special resolution of the company, after obtaining the previous 
approval of the Central Government in that behalf as per Rule 7 of CAAR, 2014: 

a) The application to the Central Government for remov 
b) al of auditor shall be made in Form ADT-2 and shall be accompanied with fees as provided for this 

purpose under the Companies (Registration Offices and Fees) Rules, 2014. 
c) The application shall be made to the Central Government within thirty days of the resolution 

passed by the Board. 
d) The company shall hold the general meeting within sixty days of receipt of approval of the Central 

Government for passing the special resolution. It is important to note that before taking any 
action for removal before expiry of terms, the auditor concerned shall be given a reasonable 



Compiled by CA Anil Kumar Reddy                                             IPCC                                                   Auditing and Assurance 

Guess Questions for Nov  2018                            Facebook.com/caanilkreddy                                                                             13 
 

opportunity of being heard. 
Q.No.20. What are the Duties of Companies auditor as per Sec 143(1) of the Companies Act 2013 (or) 
State the matters to be enquired by a company‟s auditor as per Sec 143(1) of the Companies Act 2013? 
Similar Question: Write a short note on Audit enquiry under Section 143(1) of the Companies Act, 2013.  
Answer: As per Sec 143(1) of the Company’s Act 2013, the company’s auditor shall make enquiries on the following 
matters and required to report on those matters on which he is having negative remarks. 

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

b) Whether transactions of the company which are represented merely by book entries are 

prejudicial to the interests of the company; 
c) Whether any assets of the company consisting of shares, debentures and other securities have 

been sold at a price less than its purchase price by the company. 
Note: this provision is not applicable in respect of Banking and Investment Companies 

d) Whether loans and advances made by the company have been shown as deposits; 
e) Whether personal expenses have been charged to revenue account; 
f) Where it is stated that any shares have been allotted for cash, whether cash has actually been 

received in respect of such allotment, and if no cash has actually been so received, whether the 
position as stated in the account books and the balance sheet is correct, regular and not 
misleading. 

Q.No.21. Write about the Duties of Companies Auditor to Report on Fraud as per Sec 143(12) of the 
Companies Act 2013? 

Reporting to the Central Government- As per sub-section (12) of section 143 of the Companies 
Act, 2013, if an auditor of a company in the course of the performance of his duties as auditor, 
has reason to believe that an offence of fraud involving such amount or amounts as may be 
prescribed, is being or has been committed in the company by its officers or employees, the auditor 
shall report the matter to the Central Government within such time and in such manner as may be 
prescribed. 
In this regard, Rule 13 of the Companies (Audit and Auditors) Rules, 2014 has been prescribed. 
Sub-rule (1) of the said rule states that if an auditor of a company, in the course of the performance 
of his duties as statutory auditor, has reason to believe that an offence of fraud, which involves 
or is expected to involve individually an amount of ` 1 crore or above, is being or has been 
committed against the company by its officers or employees, the auditor shall report the matter to 
the Central Government. 

The manner of reporting the matter to the Central Government is as follows: 
a) the auditor shall report the matter to the Board or the Audit Committee, as the case may be, 

immediately but not later than 2 days of his knowledge of the fraud, seeking their reply or 
observations within 45 days; 

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

c) in case the auditor fails to get any reply or observations from the Board or the Audit Committee within the 
stipulated period of 45 days, he shall forward his report to the Central Government along with a note 
containing the details of his report that was earlier forwarded to the Board or the Audit Committee for 
which he has not received any reply or observations; 

d) the report shall be sent to the Secretary, Ministry of Corporate Affairs in a sealed cover by 
Registered Post with Acknowledgement Due or by Speed Post followed by an e-mail in 
confirmation of the same; 

e) he report shall be on the letter-head of the auditor containing postal address, e-mail address 
and contact telephone number or mobile number and be signed by the auditor with his seal and 
shall indicate his Membership Number; and 

f) the report shall be in the form of a statement as specified in Form ADT-4. 
Reporting to the Audit  Committee or Board -  Sub-section (12)  of section 143 of the 
Companies Act, 2013 further prescribes that in case of a fraud involving lesser than the 
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specified amount [i.e. less than ` 1 crore], the auditor shall report the matter to the audit 
committee constituted under section 177 or to the Board in other cases within such time and in such 
manner as may be prescribed. In this regard, sub-rule (3) of Rule 13 of the Companies (Audit and 
Auditors) Rules, 2014 states that in case of a fraud involving lesser than the amount specified 
in sub-rule (1) [i.e. less than ` 1 crore], the auditor shall report the matter to Audit Committee 
constituted under section 177 or to the Board immediately but not later than 2 days of his 
knowledge of the fraud and he shall report the matter specifying the following: 

a) Nature of Fraud with description; 
b) Approximate amount involved; and 
c) Parties involved. 

Disclosure in the Board's Report: Sub-section (12) of section 143 of the Companies Act, 2013 
furthermore prescribes that the companies, whose auditors have reported frauds under this sub-
section (12) to the audit committee or the Board, but not reported to the Central Government, 
shall disclose the details about such frauds in the Board's report in such manner as may be 
prescribed. In this regard, sub-rule (4) of Rule 13 of the Companies (Audit and Auditors) Rules, 
2014 states that the auditor is also required to disclose in the Board‘s Report the following details 
of each of the fraud reported to the Audit Committee or the Board under sub-rule (3) during the 
year: 

a) Nature of Fraud with description; 
b) Approximate Amount involved; 
c) Parties involved, if remedial action not taken; and 
d) Remedial actions taken. 

Q.No.22. Write about different types of opinions. Or 
When does an auditor issue unqualified opinion and what does it indicate? 

Ans   CLEAN OR UNQUALIFIED OPINION (PM, N14RTP) 
1. An unqualified opinion should be expressed when the auditor concludes that the financial 

statements give a true and fair view. 
2. An unqualified opinion also indicates that: 

a) The financial statements have been prepared using the generally accepted accounting principles, 
which have been consistently applied ; 

b) The financial statements comply with relevant statutory requirements and regulations; and 
c) There is adequate disclosure of all material matters. 

MODIFIED OPINION  

1. Qualified Opinion: 
a) A qualified opinion should be expressed when the auditor concludes that an unqualified 

opinion cannot be expressed but that the effect of any disagreement with the management is 
not so material and pervasive as to require an adverse opinion, or limitation on scope is not 
material and pervasive as to require a disclaimer of opinion. 

b) The auditor, having obtained sufficient appropriate audit evidence, concludes that 
misstatements, individually or in the aggregate, are material, but not pervasive, to the financial 
statements; or 

c) The auditor is unable to obtain sufficient appropriate audit evidence on which to base the 
opinion, but the auditor concludes that the possible effects on the financial statements of 
undetected misstatements, if any, could be material but not pervasive. 

2. Adverse Opinion: 
a) An adverse opinion should be expressed when the disagreement with management is so 

material and pervasive to the financial statements that the auditor concludes that a 
qualification of the report is inadequate to disclose the misleading or incomplete nature of the 
financial statements. 

b) The auditor shall express an adverse opinion when the auditor, having obtained sufficient appropriate 
audit evidence, concludes that misstatements, individually or in the aggregate, are both material and 
pervasive to the financial statements. 

3. Disclaimer of Opinion:  
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a) A disclaimer of opinion should be expressed when the possible effect of a limitation on scope is 
so material and pervasive that the auditor  is unable to obtain sufficient appropriate audit 
evidence and is thus unable to express an opinion on the financial statements. 

4. The auditor shall disclaim an opinion when he is unable to obtain sufficient appropriate audit evidence and 
concludes that the possible effects on the financial statements of undetected misstatements, if any, could 
be both material and pervasive. 

Q.No.23. What special steps are involved in conducting the audit of a college? (or) Educational 
institutions (college, school or university) 
Similar  Questions:  Mention  the  special  steps  involved  in  the  audit  of  an  Educational Institution. 
Answer  

1. Examine the bye laws, minutes of the meetings of the Managing Committee or Governing Body of 
school or college etc. In the case of a university, refer to the Act under which such university was 
formed. 

2. Check the fees received by comparing counterfoils issued to the students with the entries in the 
Cash Book. 

3. Trace the names entered in the Students Fee Register with the respective Class Registers and test 
the amount of fees charged. 

4. See that the fees paid in advance have been carried forward and that the arrears that are 
irrecoverable have been written off under the sanction of an appropriate authority. 

5. Check that the admission fee has been credited to a Capital fund. 
6. See the free studentship and concession have been granted by a person authorised to do so and it 

is in accordance with the rules prepared by the Managing Committee. 
7. Also reconcile amount of total fees receivable with the fees collected and that of outstanding. 
8. If the institution has hostel facilities for students, the auditor should verify the bills raised for 

accommodation charges, electricity charges etc. are in accordance rules. 
9. See the Register of students to ascertain the students dues, which are in arrear and enquire 

whether necessary steps have been taken for their recovery. 
10. Verify any government or local authority grant received with the order passing the grant and see 

that any grants granted for a special purpose have been utilised for that purpose. 
11. If some donations were meant for any specific purpose, see that the money was utilised for the 

same purpose. 
12. Verify rental income from any property let out (Like canteens, banks etc.) with the rent 

agreements. 
13. See whether the share income is properly received from the respective sources as per the 

agreement. Ex: Share from the cycle stand, canteen. 
14. In case canteen is maintained by college itself, ascertain the system of issue of provisions, food 

stuff and other equipment is efficient and all bills are duly authorised and passed before 
payment. 

15. Vouch purchase of sports items, furniture, books etc. and trace their entries into the 
respective stock registers. 

16. Verify the inventories of furniture, stationery, books etc. These should be checked by 
reference to Stock Register and Values applied to various items should be test checked. 

17. Library: 
a) Examine the rules and regulations relating to the purchase of books, their accounting and safe 

custody in the library. 
b) Examine the rules relating to recovery of costs of books issued to teachers or students in case 

these are lost. 
c) Examine  the  inventory  of  the  library  books  and  see  the  method  of  disposing  of 

discarded or outdated books. 
18. Confirm that the refund of taxes deducted from the income from investment (interest on 

securities etc.) has been claimed and recovered since generally these institutions are 
exempted from the payment of income tax. 

19. Fund disclosures: Verify that separate statements of account have been prepared as regards 

Poor Boys Fund, Games Fund, Hostel fund etc. 
Q.No.24. Audit of hotels. 
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Similar  Questions:  What  special  steps  will  you  take  into  consideration  in  auditing  the accounts of a 
hotel? 
Answer 

1. Legal status: A big hotel is usually constituted as a company. Therefore, various provisions of the 
Companies Act, 2013 relating to the audit of accounts of companies are also applicable to its audit. 

2. Read through the minutes of the meetings of the Managing Committee or Governing Body, noting 
resolutions to see that these have been duly complied with. 

3. Pilfering is one of the greatest problems in any hotel and the implementation of good internal 
control is very much needed. Therefore, auditor should evaluate the implementation of internal 
control system in the following areas: 
a) Collection of cash from different collection points. 
b) Procedures regarding billing the customer. 
c) Procedures for purchase of various stocks. 
d) Procedures for  recording  &  physical  custody  of  edibles,  wines,  cigars,  cigarettes, crockery, 

cutlery, linen, furniture, carpets etc. 

4. Verification of Stocks: 
a) The stocks in a hotel are both portable and easily saleable particularly the food and 

beverages 
b) Therefore it is important that all movements and transfers of such stocks should be properly 

documented. 
c) The areas where stocks are kept should be locked under the supervision of the departmental 

manger. 
d) The auditor should see that the movement of goods takes place only after proper 

authorisation and recording. 
5. It is in general that many hotels operates largely with the help of casual Labour & the auditor 

should see whether adequate records have been maintained in this respect or not. The auditor 
should see that manipulation on this account did not take place. 

6. Compliance with Statutory Provisions & Conditions: 
a) All big hotels are governed by various rules and regulations by different authorities. The 

Department of Tourism also prescribes various conditions to be complied. 
b) Since it is very common in big hotels to have the facility of exchanging foreign currency into 

Indian Rupees, the auditor should see that the various applicable provisions of Foreign 
Exchange Management act, 1999 have been complied with. 

c) Compliance with conditions of license for running the hotel should also be seen. 
7. In general the hotels get their bookings through travel agents. The auditor should see that: 

a) Money is recovered from travel agents as per the terms of credit allowed & 
b) Commission, if any, paid to travel agents should be checked by reference to the 

agreement on that behalf. 
8. Compare the occupancy rate of the hotel with the same for the previous year and also with the same 

for similar hotels in the city. 
9. Verify the restaurant bills with reference to KOT (Kitchen Order Ticket). 
10. Check the billing‘s made to customer‘s which should be based on approved tariffs & see that billing is 

correct according to the dates of arrival and departure recorded in the Guest Register. 
11. Check the billing‘s made to customer‘s on sampling basis to see that the consumption shown in 

the various physical stock accounts have been billed for. 
12. Vouching gross receipts and outgoings in respect of any special functions, E.g. concerts, dramatic 

performance, etc. 

Q.N .25. State the significant difficulties encountered during audit with reference to  SA-260 (communication with those o

charged with governance). 
Answer 

Significant Difficulties Encountered During the Audit: As per SA 260 “Communication with Those Charged with 
Governance”, significant difficulties encountered during the audit may include such matters as: 

 Significant delays in management providing required information. 

 An unnecessarily brief time within which to complete the audit. 
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 Extensive  unexpected  effort  required  to  obtain  sufficient  appropriate  audit evidence. 

 The unavailability of expected information. 

 Restrictions imposed on the auditor by management. 

 Management‘s unwillingness to make or extend its assessment of the entity‘s 
ability to continue as a going concern when requested. 

 
Q.No.26. Write about Audit of Government Expenditure? 
Answer: It is one of the major components of the government audit. The components of this are: 

Audit against rules and orders: In this auditor looks for whether the expenditure incurred complies 

with the relevant provisions of the act and in accordance with the financial rules and regulations. 

These rules and orders mainly fall under the following categories: 
1. Rules and orders dealing with the making of the claims against government, withdrawing moneys 

from the Consolidated Fund, Contingency Fund. 
2. Rules  and  orders  regulating  the  powers  to  incur  and  sanction  expenditure  from  the 

Consolidated Fund of India or of a State and the Contingency Fund of India or of a state. 
3. Rules and orders regulating the conditions of service, pay and allowances and pensions of 

government servants. 
Duty of auditor in this regard: 

1. It is the function of the government executives/employees to frame rules and orders, which are to be 
observed by its subordinate authorities. 

2. The auditor is to see that these rules and orders are complied with by the subordinates. 
3. It is, however, not the function of auditor to prescribe what such rules & orders shall be. 
4. In this the auditor will see that: 

a) They are not inconsistent with any provisions of the Constitution or laws. 
b) They do not come in conflict with the orders or rules made by any higher authority. 

Audit of Sanctions: The government auditor has to ensure that the expenditure is subject to proper 

sanction by competent authority.  It is a two-fold aspect to be covered namely. 
1. Existence of sanction & 
2. Sanction should be by appropriate authority. 
Audit against Provision of Funds: In this the auditor looks for that the expenditure incurred has 
been for the purpose for which the grant has been provided and the amount of expenditure does not 
exceed the amount provided for. 
Propriety  Audit:  The  term  propriety  refers  to  reasonableness  or  appropriateness.  The 
Government auditor tries to bring about instances of improper, avoidable, useless expenditure. 
Government auditor should not only see the regularity aspect, but also match with the various 
standards of propriety. (i.e. Instead of too much dependence on documents, vouchers, etc. it shifts the 
emphasis to the substance of transactions and looks into financial prudence, public interest and the 
need of expenditure.) 
Government audit is basically performed by combining both the angles of regularity and propriety. 
It is seen whether every officer has exercised the same care in respect of expenditure as a person of 
ordinary prudence (carefulness) would exercise in expenditure of his own money. 
There cannot be any precise rules in regard of propriety. However some general rules can be framed 
which are given below: 
1. The expenditure should not be prima facie more than the occasion demands. 
2. No authority should sanction the expenditure so that it will be a direct or indirect benefit to him. 
3. Public money should not be utilised for the benefit of a particular person or section of the 

community unless: 
a) The amount of expenditure is insignificant. 
b) The expenditure incurred is to comply with a recognised policy or custom. 
c) The claim for the expenditure can be enforced even in the court of law. 

4. The amount of allowances, such as traveling expenses should be so controlled that the 
allowances are not the sources of profit to the recipients. 

Note: Under the Companies Act also propriety element has been introduced - U/s 143 of the 
Companies Act. 
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Performance Audit: Performance Audit involves preliminary study, planning & execution of audit and 
reporting. It aims to ascertain that government programmes have achieved the desired objectives at 
the lowest cost and given the intended benefits. It includes:       (M 00, 08 - 4M, PM) 
a) Efficiency audit: The efficiency audit finds out whether the various projects are executed and 

operations conducted efficiently. In other words a constant comparison is made between the input 
and output. The object of efficiency audit is to find out the extent to which operations are carried 
out in an efficient manner. 

b) Economy audit: It finds out whether the government has acquired the financial, human and 
physical resources in the most economic manner and whether the sanctioning and spending 
authorities have observed economy. 

c) Effectiveness audit: It is aimed at carrying out an appraisal of the performance of programmes, 
schemes and projects with reference to over all objectives as well as efficiency of the means 
adopted for the attainment of the objectives. 

 

Q.No.27. What are the Powers & Duties of C & AG? 

Duties of C & AG: The C & AG Act 1971 defines the functions/duties of the C & AG as:   (PM) 

1. Compilation of Accounts: He is responsible for the compilation/preparation of accounts of the 

union and State and each union Territory. 
2. Receipts and payments: He shall also prepare the annual receipts and payments of the union, 

each state and each union Territory. 
3. Submission of Accounts: The accounts prepared should be submitted to: 

a) In the case of central government/ Union, to the president of the country. 
b) In the case of state, to the Governor of each State. 
c) In the case of Union Territory, to the Chief Administrator 

4. Submission of information: He is also responsible to provide such information as may be 
required by the Union Government, State Government or the Governments of the Union 
Territories which will enable them to compile the accounts. 

5. General provisions regarding Audit: 
a) It is the duty of the C & AG to audit and report on all expenditure from the consolidated Fund of 

union and the consolidated fund of each State and Union Territory. 
b) It is the duty of the C & AG to audit and report on all expenditure from the contingency Fund of 

union and the State‘s. 
c) Finally he is also responsible for auditing and reporting on all manufacturing, trading, profit 

and loss A/c Or income and expenditure account and balance sheet and other subsidiary 
accounts kept in any department of the Union or State. 

6. Audit of Receipts and Expenditure: Where any entity is substantially financed by grants or loans 
from the consolidated/contingency fund of India/state, the C&AG shall audit all receipts and 
expenditure of that body and report the same. 

7. Audit of grants and loans: Where any grant or loan is given for any specific purpose from the 
consolidated Fund or Contingency fund of India/state, the C&AG shall see the procedures which 
will be used by the sanctioning authority for getting himself satisfied of the fulfillment of the 
conditions subject to which such grants or loans have been given. 

8. Audit of Receipts of Union or States: It shall be the duty of the Comptroller and Auditor General 
to audit all receipts which are payable into the Consolidated Fund of and to satisfy himself that the 
rules and procedures in that behalf are designed to secure an effective check on the 
assessment, collection and proper allocation of revenue and are being duly observed and to make 
this purpose such examination of the accounts as he thinks fit and report thereon. 

9. Duty to audit the stores and stocks: It is his duty to audit and report on the accounts of stores 

and stocks kept in any office or department of the Union or state government. 
10. Audit of accounts of Government companies and corporations: Finally, the C & AG is 

responsible for carrying out the audit of accounts of government companies in accordance with 
provisions of Companies Act, 2013. 

POWERS OF C& AG: (N 09 - 5M, PM) 
1. The following are the powers given by C & AG Act 1971: 
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a) Inspection of the accounts maintained by any office under the control of the Union & State 
b) He has the power to direct the offices responsible to send the accounts, books, papers and 

other documents which are relevant to the transactions under audit. 
c) He has a right to question persons responsible for maintaining the accounts. 
d) He may also ask for such additional information, which he considers relevant. 

Powers / Rights of Comptroller and Auditor-General of India under COA, 2013? 
Powers / Rights of Comptroller and Auditor-General of India: In the case of a Government company, 
the comptroller and Auditor-General of India shall appoint the auditor under sub- section (7) or sub-
section (5) of section 139 i.e. appointment of First Auditor or Subsequent Auditor (discuss in the 
beginning of the chapter)and direct such auditor the manner in which the accounts of the 
Government company are required to be audited and thereupon the auditor so appointed shall 
submit a copy of the audit report to the Comptroller and Auditor- General of India which, among 
other things, include the directions, if any, issued by the Comptroller and Auditor-General of 
India, the action taken thereon and its impact on the accounts and financial statement of the 
company. 
The Comptroller and Auditor-General of India shall within sixty days from the date of receipt of the audit 
report have a right to, 

a. Conduct a supplementary audit of the financial statement of the company by such person or persons as he 
may authorize in this behalf; and for the purposes of such audit, require information or additional information 
to be furnished to any person or persons, so authorised, on such matters, by such person or persons, and in 
such form, as the Comptroller and Auditor-General of India may direct; and 

b. Comment upon or supplement such audit report: Provided that any comments given by the 
Comptroller and Auditor-General of India upon, or supplement to, the audit report shall be sent by 
the company to every person entitled to copies of audited financial statements under sub-section 
(1) of section 136 i.e. every member of the company, to every trustee for the debenture-holder of 
any debentures issued by the company, and to all persons other than such member or trustee, being 
the person so entitled and also be placed before the annual general meeting of the company at the 
same time and in the same manner as the audit report. 

c. Test Audit : Further, without prejudice to the provisions relating to audit and auditor, the Comptroller 
and Auditor- General of India may, in case of any company covered under subsection (5) or sub-
section (7) of section 139, if he considers necessary, by an order, cause test audit to be conducted 
of the accounts of such company and the provisions of section 19A of the Comptroller and Auditor-
General's (Duties, Powers and Conditions of Service) Act, 1971, shall apply to the report of such test 
audit. ' 
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Q.No.28. Write about different approaches to auditing in a computerised environment. 

There  are  basically  2  approaches  for  auditing  Information  Systems  in  a  computerised 
environment: 
Audit around Computer - The Black Box Approach: In early days of data processing 
applications, computers could be considered as another type of book keeping machine. Computer 
functions used to replicate manual processes in a straightforward way. Thus, the auditor completely 
ignores what is happening inside the computer. 
Since this approach completely relies on non - EDP segment of a system, it is commonly known 
as auditing around the computer. Under this approach auditing is done in usual traditional way. No 
attempt is made to test the client‘s EDP system and to use the computer for auditing purpose. 
In this approach the auditor does not verify the processing part of the computer application 
programs. 
Audit around the computer can be followed when: 
a) Source documents are available in a non machine language. 
b) The documents are maintained in such a way that it is possible to read manually. 
c) It is possible to trace individual transactions from source documents to output and vice versa. 
d) Auditing around the computer is acceptable approach when the information needs of client‘s 

organisation require it to maintain the necessary source documents, detailed outputs and the 
system is batch oriented and simple. 

The advantages of this approach are: 
a) This method is fast, easy and inexpensive, 
b) It requires less knowledge of computers, 
c) Since the source documents are available in non-machine language, audit trails are easy to trace, 
d) There is no possible risk of tampering with client‘s data. 
Audit through computer: This approach involves running the auditor‘s program on a controlled basis 
in order to verify the client‘s data recorded in the computer. The auditor can perform different kinds 
of tests and other functions with such computer  program. These include: (N 03, M 07 - 5M, PM) 
a) Examining records for quality, completeness, consistency and correctness, 
b) Comparing data on separate files, 
c) Summarizing or re - sequencing data and performing analysis, 
d) Selecting audit samples and 
e) Checking the logic and controls existing within the system. 

There are several circumstances where it is compulsory to use auditing through computer: 
a) The application system processes large volumes of input and produces large volumes of output, 
b) Significant parts of the internal control system are embodied in the computer system, 
c) The logic of the system is complex and 
d) Because of cost-benefit considerations, there are substantial gaps in the visible audit trail. 
The primary advantage of this approach is that the auditor has increased power to effectively test a 

computer system. Thus the auditor acquires great confidence that data processing is correct. 

The primary disadvantage of this approach is that it is very costly and it requires expert technical 
knowledge. The most serious problem  in this approach is to obtain a suitable program at a 
reasonable cost. Three options are available: 
a) Use the client‘s program. 
b) Write a program specifically for the audit. 
c) Use computer assisted audit techniques (CAATs) 
In first 2 options the auditor should have expert knowledge in the area of computers. However, 

Computer Assisted Audit Softwares are readily available which do not need expert knowledge. 

Q.No.29. Write a short note on „Audit trail in a computerised accounting environment‟. 

1. ‗Audit Trail‘ refers to a situation where it is possible to relate, on a ―one-to-one‖ basis, the original 
input with the final output. 

2. In a manual accounting system, it is possible to relate the recording of a transaction of each 
successive stage enabling an auditor to locate and identify all documents from beginning to 
end for the purpose of examining documents, totaling and cross-referencing. 
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3. In first and early second generation computer systems, a complete audit trail was generally 
available. 

4. However, with the advent of modern machines, the EDP environment has become more complex. 
5. This led to use of exception reporting by the management which effectively eliminated the audit trail 

between input and output. 
6. The lack of visible evidence may occur at different stages in the accounting process, for example: 

a) Input documents may be non-existent, where sales orders are entered online. 
b) Accounting transactions such as discounts and interest calculations may be generated by 

computer programmers with no visible authorisation of individual transactions. 
c) The system may not produce a visible audit trail of transactions processed through the 

computer. Delivery notes  and suppliers  invoices  may be matched by a computer 
programme. 

d) Programmed control procedures, such as checking customer credit limits, may provide visible 
evidence only on an exception basis. In such cases, there may be no visible evidence that all 
transactions have been processed. 

e) Output reports may not be produced by system or a printed report may only contain summary 
totals while supporting details are retained in computer files. 

Special Audit Techniques: In the absence of audit trail, the auditor needs the assurance that the 
programmes are functioning correctly in respect of specific items by using special audit techniques. 
The absence of input documents or the lack of visible audit trail may require the use of Computer 
Assisted Audit Techniques (CAATs) i.e. using the computer as an audit tool. 
The auditor can use the computer to test- 
1) The logic and controls existing within the system, and 
2) The records produced by the system. 
Depending upon the complexity of the application system being audited, the approach may be fairly 
simple or require extensive technical competence on the part of the auditor. The effectiveness and 
efficiency of auditing procedure may be enhanced through the use of CAATs. Properly, two 
common types of CAATs are in vogue, viz., test pack or test data and audit software or computer 
audit programmes. 

Q.No.30. ―The nature and timing of the audit procedures to be used may be affected by the fact that some 
of the accounting data and other information may be available only in electronic form or only at 
certain points or periods in time‖. Explain 

Answer 
Nature and Timing of the Audit Procedures: The nature and timing of the audit procedures to be used 
may be affected by the fact that some of the accounting data and other information may be available only in 
electronic form or only at certain points 

or periods in time. For example, source documents, such as purchase orders and 

invoices, may exist only in electronic form when an entity uses electronic commerce, 

or may be discarded after scanning when an entity uses image processing systems 

to facilitate storage and reference. 

Certain electronic information may not be retrievable after a specified period of time, 

for example, if files are changed and if backup files do not exist. Accordingly, the 

auditor may find it necessary as a result of an entity’s data retention policies to 
request retention of some information for the auditor’s review or to perform audit 

procedures at a time when the information is available. 

 
Q.No.31. Write about Joint Auditor.   

Joint audit basically implies pooling together the resources and expertise of more than one 
firm of auditors to render an expert job in a given time period which may be difficult to 
accomplish acting individually. The advantages of joint audit are: 

1) Sharing of expertise 

2) Lower workload 

3) Better quality of performance 
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4) Improved service to the client 

5) In respect of multi-national companies, the work can be spread using the expertise of the 
local firms which are in a better position to deal with detailed work and the local laws and 
regulations. 

6) A sense of healthy competition towards a better performance. 

The general disadvantages may be the following: 

1) Psychological problem where firms of different standing are associated in the joint audit. 

2) General superiority complexes of some auditors. 

3) Problems of co-ordination of the work. 

4) Areas of work of common concern being neglected. 

5) Uncertainty about the liability for the work done. 
 

Q.No.32. What are the steps in vouching of remuneration to directors? 
a) See the general or board meeting resolution for the terms of appointment of the director. 
b) Check agreement with the director. 
c) Ensure compliance with the provisions of Sec.‘s 197, 198 & schedule V of the Companies 

Act, 2013, where appropriate. 
d) Check computation of the net profits. 
e) See that the voucher is supported with the receipt issued by the directors. 
f) See whether the director‘s remuneration is disclosed separately in the P & L account. 
g) See that the excess remuneration paid is shown separately. 
h) See that disclosure requirements as per AS-18 have been complied with 

Q.No.33. What are the steps in vouching of travelling expenses? 

a) Check whether there are any travel rules framed by the Client. 
b) See whether the travel is authorised by responsible official. 
c) In the case of foreign travel check that it is approved by BOD by passing a resolution. 
d) In the case of foreign travel check whether RBI‘s permission has been obtained. 
e) Check the calculations in the travelling expenses statements. 
f) See whether the reports of travelling expenses, submitted by the employees are supported with all 

the possible evidences for the amounts spent. 
g) Whether amount claimed for sundry expenses such as tips etc. is reasonable. 
h) See that any personal expenses of the employees are not shown as traveling expenses. 
i) Where an advance for traveling expenses is given to the employee, see that the same is adjusted 

latter. 
j) Where  the  traveling  allowance  is  given  in  the  place  of  traveling  expenses  see  the 

calculations. 
k) If the company had booked tickets or hotel room directly and made payments to the airlines 

railways/hotels directly, see that these have not been claimed as reimbursement by the 
employee. 

l) See that the disclosure requirements of Sch.III, Part II have been complied with or not. 
 

Q.No.34. What are the steps in vouching of R & D expenditure? 

a) Ascertain whether the concerned research activity is authorised by the Board. 
b) Treatment: See that all the research expenses are charged to revenue whether research is 

successful or not. Development expenses are treated as capital expenditure, if research is 
successful. 

c) Ensure that if any machinery and equipment have been bought specially for the purpose of research 
activity, the depreciation thereon is charged to the R&D a/c. 

d) See that if any amount is paid towards the technical know how relating to R&D, the same is 
charged to the R&D a/c. 

e) See that no unrelated expenses to the research and development programme are allowed to be 
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debited to Research and Development Account. 
f) See  that  tax  benefit  arising  on  the  research  expenses  is  considered  in  creating  tax 

provision. 
g) See that the miscellaneous income resulting on sale of the chemicals etc. is properly 

accounted for. 
h) See that AS - 26 has been complied with. 
i) See that the disclosure requirements of  Sch.III have been complied with or not. 

Q.No.35. What are the steps in vouching of insurance premium? 

a) Where the number of policies is more, the auditor should ask the client to prepare a 
statement giving all the details of the insurance policies. 

b) See whether the payment is properly authorised. 
c) Check the policy document physically. 
d) See that the voucher is supported with the receipt for the premium paid. 
e) Find out whether the insurance coverage is adequate. 
f) See that the insurance premium paid for the part of the next year is debited to prepaid 

expenses account. 
g) Where the policy is not renewed the auditor should enquire into the reasons. 
h) See that the disclosure requirements of Sch.III have been complied with or not. 

Q.No.36. How will you vouch / verify bad debt? 

a) The amount of bad debts should be traced to the schedule of bad debts written off during the year. 
b) Major amount of bad debts in the schedule be taken for scrutiny. 
c) Check that the amount considered in write off had been overdue for long and scrutinise the 

correspondence files. 
d) Check the authority for write off and the level of authority is sufficient higher than the 

executive involved in collection. 
e) The  bad debts  should be  properly  disclosed  in  statement  of  P  & L according  to its 

materiality. 
f) If provision has already been created for bad debts, see that to the extent of actual bad debts 

written off, the provision is released. 
Q.No.37 Write about Cost Audit   

As per the section 148 the Central Government may by order specify audit of items of cost in 
respect of certain companies. 

Who can be cost auditor: The audit shall be conducted by a Cost Accountant in Practice. 

Provided that no person appointed under section 139 as an auditor of the company shall be 
appointed for conducting the audit of cost records: 

Appointment of Cost Auditor: As per rule 14 of the Companies (Audit and Auditors) Rules, 2014 

a) In the case of companies which are required to constitute an audit committee the Board 
shall appoint an individual, who is a cost accountant in practice, or a firm of cost 
accountants in practice, as cost auditor on the recommendations of the Audit committee, 
which shall also recommend remuneration for such cost auditor. 

b) The remuneration recommended by the Audit Committee under (i) shall be considered and 
approved by the Board of Directors and ratified subsequently by the shareholders; 

c) In the case of other companies which are not required to constitute an audit committee, the Board shall 
appoint an individual who is a cost accountant in practice or a firm of cost accountants in practice as cost 
auditor and the remuneration of such cost auditor shall be ratified by shareholders subsequently. 

d) Rule 6 of the Companies (Cost Records and Audit) Rules, 2014 requires the companies prescribed 
under the said rules to appoint an Auditor within 180 days of the commencement of every financial 
year. Every referred company shall inform the cost auditor concerned of his or its appointment as 
such and File a notice of such with the central Government within a period of 30 days of the Board 
meeting in which such appointment is made or within a period of 180 days of the commencement of the 
financial year. Whichever is earlier, through electronic mode, in Form CRA-2 along with the feed as 
specified in companies (Registration offices and Fees) Rules, 2014. 



Compiled by CA Anil Kumar Reddy                                             IPCC                                                   Auditing and Assurance 

Guess Questions for Nov  2018                            Facebook.com/caanilkreddy                                                                             24 
 

e) The cost auditor appointed as such shall continue in such capacity till the expiry of 180 days from the 
closure of the financial year, or till he submits the cost audit report, for the financial year for which he has 
been appointed. 

Casual Vacancy in the office of a cost Auditor: Any casual vacancy in the office of a cost 
Auditor, whether due to resignation, death or removal, shall be filled by the Board of 
Directors within 30 days of occurrence of such vacancy and the company shall inform the 
central government in Form CRA-2 within 30days of such appointment of cost auditor. 

Q.No.38. How do you audit goods sent out on sale or return basis? 
a) Verify the terms of agreement between the client and the proposed buyer. 
b) Verify that profits have been recognised, only if: 

i) The customer has accepted the goods or 
ii) The period stipulated in contract for return has expired or 
iii) If no period for return is prescribed, a reasonable time has elapsed. 

c) If these have been accounted as sales for control purposes, then see that entries are reversed 
in respect of those sales for which criteria in (b) above is not satisfied. 

d) Obtain confirmation from the other party to whom goods have been sent. 
e) Ensure that the stock lying with the other party is shown in balance sheet at cost. 

Q.No.39. How do you verify lease hold property? 
a) The auditor should verify existence of such property by physically inspecting it. 
b) See that Board has passed a resolution. 
c) Obtain a copy of lease agreement and review the terms and conditions of the lease. 
d) Ensure compliance with conditions such, as payment of rent on due dates, maintenance of property 

etc, stated in the deed. Non-compliance might result in cancellation of lease. 
e) Vouch the payment of lease premium with reference to the receipts from the lessor. 
f) Check whether the lease registration charges are capitalised. (A lease exceeding one year is not 

valid unless it has been registered.) 
g) Ensure that the cost of the lease is amortised over the life of the lease. 
h) In case the client has made additions to the lease property ensure that the cost of those additions 

are properly depreciated over the life of the lease. (Expl. 2 to Sec.32 of I.T Act) 
i) Review the repairs account to confirm that distinction is made between capital & revenue exp’s. 
j) Where there is sub-lease check whether proper income from the sublease is accrued. 
k) Ensure that the assets are properly disclosed in the B/s as per Schedule III Part I. 

Q.No.40. Planning an audit involves establishing the overall audit strategy for the engagement and 

developing an audit plan.  Adequate planning benefits the audit of  financial statements in several ways. 

Discuss 

Answer 

Planning an audit involves establishing the overall audit strategy for the engagement and 

developing an audit plan.  Adequate planning benefits the audit of  financial statements in several 

ways, including the following: 

1. Helping the auditor to devote appropriate attention to important areas of the 

audit. 

2. Helping the auditor identify and resolve potential problems on a timely basis. 

3. Helping the auditor properly organize and manage the audit engagement so that it is 

performed in an effective and efficient manner. 

4. Assisting in the selection of engagement team members with appropriate levels of 

capabilities and competence to respond to anticipated risks, and the proper 

assignment of work to them. 

5. Facilitating the direction and supervision of engagement team members and the 

review of their work. 

6. Assisting, where applicable, in coordination of work done by auditors of 

components and experts. 
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Q.No.41. Answer the following 

(a) ―A satisfactory control environment is not an absolute deterrent to fraud although it 
may help reduce the risk of fraud.‖ Explain 

(b) Discuss what is included in risk assessment procedures to obtain audit evidence 

about the design and implementation of relevant controls. 

(c) How would you assess the reliability of internal control system in Computerised 

Information System (CIS) environment? 

Answer 

(a) Satisfactory Control Environment - not an absolute deterrent to fraud: The existence of a 

satisfactory control environment can be a positive factor when the auditor assesses the risks of 

material misstatement. However, although it may help reduce the risk of fraud, a satisfactory control 

environment is not an absolute deterrent to fraud. Conversely, deficiencies in the control environment 

may undermine the effectiveness of controls, in particular in relation to fraud. For example, 

management‘s failure to commit sufficient resources to address IT security risks may adversely affect 

internal control by allowing improper changes to be made to computer programs or to data, or 

unauthorized transactions to be processed. As explained in SA 330, the control environment also 

influences the nature, timing, and extent of the auditor‘s further procedures. 

The control environment in itself does not prevent, or detect and correct, a material misstatement. 

It may, however, influence the auditor‘s evaluation of the effectiveness of other controls (for 

example, the monitoring of controls and the operation of specific control activities) and  thereby, 

the auditor‘s assessment of  the  risks of  material misstatement. 

(b) Risk assessment procedures to obtain audit evidence about the 

design and implementation of relevant controls may include- 

 Inquiring of entity personnel. 

 Observing the application of specific controls. 

 Inspecting documents and reports. 

 Tracing  transactions  through  the  information  system  relevant  to  financial 

reporting. 

(c) Reliability of Internal Control System in CIS Environment: For evaluating the reliability of internal control system in 
CIS environment, the auditor would consider the following- 

(i) That authorised, correct and complete data is made available for processing. 
(ii) That it provides for timely detection and corrections of errors. 

(iii) That in case of interruption due to mechanical, power or processing failures, the 

system restarts without distorting the completion of entries and records. 

(iv) That it ensures the accuracy and completeness of output. 

(v) That it provides security to application softwares & data files against fraud etc. 

(vi) That it prevents unauthorised amendments to programs. 
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Q.No.42. What are the steps in verification of preliminary expenses? 

It is the expenditure-incurred incidental to the floating of a company. It consists of stamp duties, 
registration fees, legal costs, consultant's fees, expenses of printing of memorandum and articles, etc. 
The following are the steps for verification: 
1. Check G.M.‘s minute‘s book containing the resolution approving the expenses claimed by 

promoters as having been spent in formation of the company. 

2. Check the following to support the promoter’s claims: 
a) Examine supporting evidences like contracts, agreements etc. to support promoter‘s claims 
b) Also check the bills issued by the publisher/printer of the memorandum and articles of 

association, share certificates, etc. 
c) Check receipt issued by the ROC for the registration fee paid. 

3. Check whether any personal expenses are shown as preliminary expenditure. 
4. See that whether it is amortised over a period of time. 
5. The amortisation practice followed should be disclosed as a footnote to the balance sheet. 
6. Disclosure requirements - Sch.III: 

Q.No.43. What are the steps in verification of loan on mortgage of property? 
a) Examine the copy of mortgage deed for verifying the amount of loan raised, the rate of interest, 

the terms of repayment agreed to and the rights created in the property by the mortgage deed. 
b) See that the terms & conditions of the loan agreement have been complied with or not. (For 

example, restrictions as to dividend payment, maintenance of debt equity ratio etc.). 
c) Confirm it by obtaining a certificate from the lender. 
d) Verify the authority under which the loan has been raised. In the case of a company, only the 

Board of Directors is authorised to raise a loan from a bank. 
e) In case any charge is created, see that Sec.77 of companies act, has been complied with. 
f) See that the conditions contained in Sec.180 and Sec.186 of the companies Act have been 

complied with. 
g) See that the purpose for which loan has been raised and the manner in which it has been utilised. 
h) If any loan has been discharged get it confirmed with the loan discharge certificate. 
i) Secured loan: Where the market value of an asset offered as a security against loan has fallen 

below the amount of a loan outstanding, the auditor should ensure that the loan is classified as 
secured only to the extent of market value of security. 

j) See that the disclosure requirements of Sch.III have been complied with or not. 
13. Q.No.44. What is the meaning of the term “cut off procedure”? 

1. Business is a continuous affair involving various activities such as purchase, manufacture, selling etc.  
Consequently, accounting of these transactions is also a continuous affair 

2. The primary object of the audit is to form opinion with regard to the true and fair view 
exhibited by financial statements. 

3. Hence  it  becomes,  necessary  that  the  transactions  relating  to  different  periods  are 
segregated so that true and fair profit can be arrived at. 

4. The accounting process by which such segregation takes place is called cut off procedure. Such 
procedure is adopted in respect of purchases, sales, and inventory. 

5. These are also known as “cut of arrangements”. 
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6. Ex 1: while closing the books of accounts for the year ending 31st  March 2002, the company 
should ensure that the sales made in the month of April are not considered in the accounts and at the 
same time the sales made in the month of March are not included in the subsequent years accounts. 

7. Ex 2: a sale may be recorded in one year, whereas the goods may be dispatched in the beginning 
of the next year. 

8. Such  occasion  may  be  caused  either  due  to  unintentional  error  on  the  part  of  the 
accountant or due to manipulative tendencies on the part of top management. 

9. By adopting this procedure, the auditor is in a position to satisfy himself that the profit or loss 
disclosed by financial statements is not affected by fictitious entries. 

These procedures are applied to ensure that: 
a) Goods purchased, the property in which has passed to the client, have in fact been included in the 

inventories and that the liability has been provided for in case of credit purchase. 
b) Goods sold have been excluded from the inventories and credit has been taken for the sales, if the value 

of the sales is to be recovered, the concerned party has been debited 
Q.No.45. what are the Inherent Limitations of Internal Control system? 

Internal control can provide only reasonable but not absolute assurance that its objective relating 
to prevention and detection of errors/frauds, safeguarding of assets etc., are achieved. This is because 
it suffers from some inherent limitations, such as:- 
a) Management‘s  consideration  that  cost  of  an  internal  control  does  not  exceeds  the expected 

benefits. 
b) Most controls do not tend to be directed at unusual transactions. 
c) The potential of human error due to carelessness, misjudgment and misunderstanding of 

instructions. 
d) The possibility that control may be circumvented through collusion with employees or 

outsiders. 
e) The possibility that a person responsible for exercising control may abuse that authority. 
f) Compliance   with   procedures   may   deteriorate   because   the   procedures   becoming 

inadequate due to change in condition. 
g) Manipulation by management with respect to transactions or estimates and judgements required 

in the preparation of financial statements. 
h) Inherent limitations of Audit. 

Q.No.46. What are the techniques used to Review of the internal control system by the auditor. 
1. Narrative record: The narrative record is a complete and exhaustive description of the system 

as found in operation by the auditor. Actual testing and observation are necessary before such a 
record can be developed. It may be recommended in cases of small business. 

2. Check list: A checklist is a series of instructions or questions, which a member of the auditing 
staff must follow and answer. When he completes instruction, he initials the space against the 
instruction. Answer to the checklist instructions are usually Yes, No or Not Applicable. A few 
examples of checklist instructions are given hereunder: 
a) Are tenders called before placing orders? 
b) Are the purchases made on the basis of a written order? 
c) Are purchase order forms pre-numbered? 
d) Are the stock control accounts maintained by persons who have nothing to do with: Custody 

of work, Receipt of stock, Inspection of stock, Purchase of stock. 
3. Questionnaire: (PM, M16 2M) 

a) It refers to a list of questions prepared by the auditor in respect of which the answers are to be 
provided by the client. ICQ can be prepared for the following areas. Cash and bank balances, 
Purchases, Sales, Payroll, Inventory, Fixed assets, Investment. 

b) ICQ contains questions which are arranged in logical and sequential manner in order to know 
about the working of internal control system. It consists of 3 vertical columns: Column 1 - 
Questions, Column 2 - Space for answers, Column 3 - Remarks. 

c) Usually the answers are provided by the client in the form of 'yes' 'no' or 'not applicable' 
d) Where the system has inherent defect the same is described in detail in the remarks column. 
e) Basically, ICQ is narrative in nature. The auditor should be careful while framing the 
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questions because if they are not properly related to each other they may not bring out the 
defects existing therein thereby defeating the purpose of ICQ itself. 

f) The main advantage of ICQ is that it can be prepared for any system whether simple or 
complicated. 

g) The main disadvantage is that it is highly narrative in nature. 
h) Finally, the auditor has to report to the management the weakness observed by him through 

ICQ. 

An e.g. - ICQ for purchases: 

a) Is there any purchasing department within the organisation. 
b) Whether purchase manual is in existence or not? 
c) Are the purchase orders determined on the basis of internal indents from the production 

department? 
d) Whether there is an approved list of suppliers and it is updated periodically. 
e) Whether Tender procedure is adopted? 

4. Flow chart: (PM ,M16-4M) 
a) A flow chart is a symbolic representation of flow of a transaction i.e. this refers to the pictorial 

description of an existing system. It is one of the methods of evaluation of IC system of the 
client. 

b) It is giving more emphasis on diagrammatic representation rather than narrative description 
c) It involves the range of various symbols and signs. It discloses the document and 

information flow. For eg. In the case of flow chart for purchases it shows how the various 
documents such as purchase orders, GRN are generated, recorded, followed up and 
disposed of. It shows the origin of the document and the ultimate disposal thereof. 

d) The main advantages of IC flow chart are diagrammatic in nature. 
e) However, it has a defect also that everyone cannot understand it as it involves usage of 

symbols. Moreover, it cannot be applied in the case of simple systems. 
Advantages: (N13 – 4M) 
1. It is the most concise way of recording the auditor‘s review of the system. 
2. It helps in minimizing the amount of narrative explanation and there by achieves a 

consideration or presentation not possible in any other form. 
3. It gives bird‘s eye view of the system and the flow of transactions and integration & 

documentation can be easily spotted and improvements can be suggested. 
Q.No.47. Internal audit vs. internal check. 

Distinction Internal Check Internal Audit 

 
Nature of work 

The work of recording and checking of 
entries is carried on simultaneously by 
proper allocation of duties among staff. 

Only checking of the entries 
recorded is carried out ensuring at 
the same time effective operation of 
internal check. 

Scope of work Limited Unlimited 

Purpose To prevent fraud and errors. To detect fraud and errors. 

Starting & 
ending 

It starts the moment a transaction is 
carried on and run till it is recorded in 
the books. 

It starts when internal check ends 
after all the transactions are 
recorded in the books. 

Appointment of 
staff 

No special staff is provided and every 
staff is involved in and forming part of 
internal check. 

It   is   carried   out   by   specially 
assigned staff. 

Reporting There  is  no  separate  reporting  by 
staff. 

The internal auditor has to submit a 
report to management. 

Discovery The frauds or errors are discovered 
while they take place. 

The frauds/errors are discovered 
after they have taken place. 

Q.No.48. Write about letter of weakness / letter of management. 
1. This letter also known as letter on internal control refers to the communication by the auditor 

to the client disclosing the weaknesses observed in the IC system and the related accounting 



Compiled by CA Anil Kumar Reddy                                             IPCC                                                   Auditing and Assurance 

Guess Questions for Nov  2018                            Facebook.com/caanilkreddy                                                                             29 
 

system. 
2. ICAI has recommended through SA 200 that an auditor shall review the clients IC system prior to 

commencement of audit. 
3. The  auditor  carries  out  the  evaluation  by  adopting  the  flow  chart  and  questionnaire 

techniques and finally arrives at his conclusions on the weaknesses observed. 
4. When he advices the client regarding such weaknesses it takes the shape of letter of 

weakness. 
5. Lapses in the operation of internal control too are reported in the letter of weakness. 
The contents of this letter are as follows: 
a) A statement saying that the client is responsible for the introduction of IC system in the entity. 
b) A statement that auditor‘s observations are not based on exhaustive checking but on test check. 
c) The list of weakness observed. 
d) Suggestions and recommendations to overcome the above weaknesses. 

Objective: 

1. The object of issuing such a letter is to ensure that the management takes the necessary 
corrective measures so that frauds and errors may not be committed. 

2. It may also help the management for the purpose of revising the system and insisting on its strict 
implementation. 

3. The letter may also serve to minimise the loss resulting from a weakness in internal control. 
Time of issue: This letter may be issued either before the commencement of audit or after signing 

the audit report at the end. 

Q.NO.49. COMMENT ON THE FOLLOWING STATEMENTS: 

(A) MAINTENANCE OF INTERNAL CONTROL SYSTEM IS RESPONSIBILITY OF AUDITOR. 
(B) INTERNAL CONTROL IS PART OF INTERNAL CHECK SYSTEM. 

Maintenance of Internal Control System: It is the responsibility of the management for the 
maintenance of internal control system rather than of the Auditor. Because, internal control is the 
process designed, implemented and maintained by those charged with governance, management to 
provide reasonable assurance about the achievement of entity‘s objectives. 
Internal Check Being Part of Internal Control System: Internal check has been defined as ―checks on 
day-to-day transactions which operate continuously as part of the routine system whereby the work of 
one person is proved independently or is complementary to the work of another, the object being the 
prevention or early detection of errors or fraud‖. Internal check is a part of the overall internal control 
system and operates as a built-in device as far as the staff organisation and job allocation aspects of the 
control system are concerned. Therefore, the statement given in the question is not correct. 

Q.NO.50. DISCUSS  THE  FACTORS  TO  BE  CONSIDERED  BY  THE  AUDITOR  WHEN 
EVALUATING THE ADEQUACY OF THE INTERNAL AUDIT SYSTEM. 

Answer 
The auditor has to examine whether the internal audit system is commensurate with the size of the 
company and the nature of its business. The following are some of the factors to be considered in 
this regard: 
a) What is the size of the internal audit department? 
b) What are the qualifications of the persons who undertake the internal audit work? 
c) To whom does the internal auditor report? 
d) What are the areas covered by the internal audit? 
e) Has the internal auditor adequate technical assistance? 
f) What are the reports which are submitted by the internal auditor or what other evidence is there of 

his work? 
g) What is the follow-up? 

 
 
 
 
 
 
 


