
 

1.1 

 
 

Nature, Objective and Scope of Audit 
 

1 Objective of Audit is to __________________ : 

(a) safeguarding of assets. 

(b) prevention and detection of fraud and error. 

(c) compliance of laws and regulations.  

(d) express an opinion on financial Statements. 

2 As per SA-200 “Overall Objectives of the Independent Auditor”, in conducting an audit of financial 
statements, the overall objectives of the auditor is: 

(a) to obtain reasonable assurance about whether the financial statements as a whole are free from 
material misstatement and to report on the financial statements, and communicate as required by the 
SAs, in accordance with the auditor’s findings. 

(b) to guide the management as to design, implementation and maintenance of internal controls which are 
necessary to obtain reasonable assurance that financial statements are free from material 
misstatements. 

(c) to communication with Those Charged with Governance, the weaknesses identified during the course of 
audit. 

(d) to ensure compliance of laws and regulations that are applicable over the entity.   

3 Which of the following is an example of Voluntary Audit?  

(a) Audit of companies governed by Companies Act, 2013. 

(b) Audit of Individuals under Section 44AB of Income Tax Act, 1961. 

(c) Audit of companies under Section 44AB of income Tax Act, 1961. 

(d) Audit of Individuals on the directives of Government for the purpose of sanction of grants.  

4 Which of the following is not an inherent limitation of audit?  

(a) Nature of Financial Reporting. 

(b) Nature of Audit procedures 

(c) Nature and Size of Business Entity. 

(d) Existence of related party transactions.  

5 The IAASB functions as an independent standard-setting body under the auspices of ___________ : 

(a) International Federation of Auditors. 

(b) International Federation of Accountants. 

(c) Auditing Practices Committee. 

(d) International Ethical Standard Board of Accountants. 
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6 As per SQC – 1, which of the following element is not part of the firm’s system of quality control: 

(a) Leadership responsibilities for quality within the firm. 

(b) Ethical requirements including independence. 

(c) Preparation of financial statements in compliance of applicable Financial reporting Framework. 

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

7 SQC 1 requires the firm to obtain information before accepting an engagement. Which of the following 
information will not assist the engagement partner in determining whether the decisions regarding 
the acceptance and continuance of audit engagements are appropriate: 

(a) The integrity of the principal owners, key management and those charged with governance of the entity; 

(b) Whether the engagement team is competent to perform the audit engagement and has the necessary 
capabilities, including time and resources; 

(c) Whether the firm and the engagement team can comply with relevant ethical requirements;  

(d) Whether the firm and the engagement partner are able to communicate with the TCWG. 

8 SQC 1 “Quality Control for Firms that perform Audits and Review of Historical Financial Information, 
and other Assurance and related services”, requires firms to establish policies and procedures for the 
timely completion of the assembly of audit files. An appropriate time limit within which to complete 
the assembly of the final audit file is  

(a) Ordinarily not more than 60 days after the date of the auditor’s report.  

(b) Ordinarily not more than 30 days after the date of the auditor’s report.  

(c) Ordinarily not more than 90 days after the date of the auditor’s report.  

(d) Ordinarily not more than 120 days after the date of the auditor’s report. 

9 SQC 1 requires firms to establish policies and procedures for the retention of  

(a) Audit File  

(b) Engagement documentation.  

(c) Final Audit file  

(d) Audit Documentation 

10 SQC 1 requires firms to establish policies and procedures for the retention of engagement 
documentation. The retention period for audit engagements ordinarily is :  

(a) No shorter than eight years from the date of the auditor’s report, or, if later, the date of the group 
auditor’s report.  

(b) No shorter than six years from the date of the auditor’s report, or, if later, the date of the group auditor’s 
report.  

(c) No shorter than seven years from the date of the auditor’s report, or, if later, the date of the group 
auditor’s report.  

(d) No shorter than ten years from the date of the auditor’s report, or, if later, the date of the group auditor’s 
report. 
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11 As per SA 210 “Agreeing the Terms of Audit Engagements”, preconditions for an audit may be defined 
as the use by management of an acceptable financial reporting framework in the preparation of the 
financial statements and the agreement of management and, where appropriate, those charged with 
governance to the premise on which an audit is conducted. In order to establish whether the 
preconditions for an audit are present, the auditor shall:  

(a) determine whether the audit can be performed in accordance with Quality Control and Engagement 
Standards. 

(b) determine whether the financial reporting framework is acceptable.  

(c) determine whether the audit can be performed in accordance with legal and regulatory requirements.  

(d) determine whether policies and procedures as followed for internal control are acceptable.  

12 The agreed terms of the audit engagement shall be recorded in an audit engagement letter which 
shall include the following except- 

(a) Responsibilities of the auditor 

(b) Description of methods to be followed for obtaining audit evidence 

(c) Responsibilities of management 

(d) Objective and scope of the audit of the financial statements. 

13 Which of the following is correct? 

(a) Auditing implies systematic, critical and special examination of the records of a business for a specific 
purpose. 

(b) The purpose of an audit is to enhance the degree of confidence of intended users in the financial 
statements. 

(c) Auditing is legally obligatory for all types of business organisations. 

(d) Auditor's Opinion is an assurance as to the future viability of the enterprise or the efficiency or 
effectiveness with which management has conducted the affairs of the enterprise. 

14 Which of the following is not an advantage of independent audit? 

(a) Settlement of Taxes 

(b) Protection of Interest of Stakeholders. 

(c) Guarantee as to future viability of the entity. 

(d) Moral Check on employees. 

15 Threats occur when, because of a relationship, a professional accountant becomes too sympathetic to 
the interests of others, are known as: 

(a) Self-interest threats 

(b) Self-review threats 

(c) Familiarity threats 

(d) Intimidation threats 

16 Loan or guarantee to or from the concerned client is an example of -  

(a) Self-review threats 

(b) Self-interest threats  
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(c) Advocacy threats  

(d) Intimidation threats 

17 When an auditor deals with shares or securities of the audited company is an example of :  

(a) Self-review threats  

(b) Self-interest threats  

(c) Advocacy threats  

(d) Intimidation threats 

18 Intimidation threats occur: 

(a) when a professional accountant may be deterred from acting objectively by threats, actual or perceived. 

(b) when a professional accountant promotes a position or opinion to the point that subsequent objectivity 
may be compromised. 

(c) when a previous judgment needs to be re- evaluated by the professional accountant responsible for that 
judgment. 

(d) as a result of the financial or other interests of a professional accountant or of a relative. 

19 Which of the following is correct? 

(a) To maintain an adequate accounting system incorporating various controls is the responsibility of 
Management. 

(b) The term independence implies that the auditor should respect the confidentiality of client information. 

(c) An unqualified opinion in audit report is a guarantee as to the future viability of the company. 

(d) The audit engagement letter is sent by the client to auditor. 

20 An attitude that includes a questioning mind, being alert to conditions which may indicate possible 
misstatement due to error or fraud, and a critical assessment of audit evidence, is known as. 

(a) Professional Judgement 

(b) Professional Skepticism 

(c) Professional Competence 

(d) Professional Behavior.  

21 The application of relevant training, knowledge and experience, within the context provided by 
auditing, accounting and ethical standards, in making informed decisions about the courses of action 
that are appropriate in the circumstances of the audit engagement, is known as: 

(a) Professional Judgement 

(b) Professional Skepticism 

(c) Professional Competence 

(d) Professional Behavior 

22 SA 210 deals with: 

(a) Agreeing the terms of Review Engagement. 
(b) Agreeing the terms of Audit Engagement. 
(c) Agreeing the terms of Compilation Engagement. 
(d) Agreeing the terms of Other Assurance Engagement. 
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23 Which of the following is incorrect? 

(a) Auditor is able to obtain only reasonable assurance due to inherent limitation of audit. 

(b) The auditor is not expected to, and cannot, reduce audit risk to zero and cannot therefore obtain 
absolute assurance that the financial statements are free from material misstatement due to fraud or 
error. 

(c) An Auditor is considered to lack independence if the partner of the audit firm deals with shares and 
securities of the audited entity.            

(d) The preparation of financial statements does not involve judgment by management in applying the 
requirements of the entity’s applicable financial reporting framework to the facts and circumstances of 
the entity. 

24 Which of the following standard requires implementation of quality control procedures while 
performing an audit engagement: 

(a) SQC 1 

(b) SA 220 

(c) SQC 1 and SA 220 

(d) SA 200 and SA 220 

25 Which of the following aspect is not covered in audit of financial statements: 

(a) Examination of Accounting System & Internal Control 

(b) Vouching of the transactions 

(c) Verification of Assets & Liabilities 

(d) Design, implementation and maintenance of Internal Control System. 

26 Which of the following is true? 

(a) Management of the organisation is solely responsible for the compliance of auditing standards while 
preparing financial statements. 

(b) The matter of difficulty, time, or cost involved is in itself a valid basis for the auditor to omit an audit 
procedure for which there is no alternative. 

(c) The basic objective of audit does not change with reference to nature, size or form of the entity.  

(d) Audit procedures used to gather audit evidence may be effective for detecting an intentional 
misstatement. 

27 Standards on Assurance Engagements are to be applied in: 

(a) the audit of historical financial information. 

(b) the review of historical financial information. 

(c) assurance engagements, engagements dealing with subject matter other than historical financial 
information. 

(d) engagements involving application of agreed upon procedures to information and other related services 
such as compilation engagements. 

28 Ethical requirements are defined as the Code of Ethics issued by the ICAI establishes the fundamental 
principles of professional ethics. Which of the following is not specified in Code of Ethics, as such: 
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(a) Objectivity 

(b) Professional competence 

(c) Confidentiality 

(d) Communication Skills 

29 Which of the following is false? 

(a) Engagement letter need to be entered for each year of the period of auditor’s appointment. 

(b) The objective of auditor is to obtain reasonable assurance and to report on the financial statements. 

(c) An audit is not an official investigation into alleged wrongdoing. 

(d) Guidance Notes are recommendatory in Nature.                                                                                                 

30 In case of recurring audits, the auditor shall assess whether circumstances require revision in terms 
of the audit engagement and whether there is a need to remind the entity of the existing terms of the 
audit engagement. Which of the following circumstance do not require revision in the terms of the 
audit engagement or to remind the entity of existing terms: 

(a) significant change of senior management. 

(b) significant change in ownership. 

(c) significant change in nature or size of the entity’s business. 

(d) Significant change in engagement ream members. 

 

 

 

Answers 

1 (d) 6 (c) 11 (b) 16 (b) 21 (a) 26 (c) 

2 (a) 7 (d) 12 (b) 17 (c) 22 (b) 27 (c) 

3 (d) 8 (a) 13 (b) 18 (a) 23 (d) 28 (d) 

4 (c) 9 (b) 14 (c) 19 (a) 24 (b) 29 (a) 

5 (b) 10 (c) 15 (c) 20 (b) 25 (d) 30 (d) 
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Audit Strategy, Audit Planning and Audit Programming 
 

2.1 – Audit Strategy, Audit Planning and Audit Programme 

1 The auditor’s responsibility to plan an audit of financial statements is dealt by:   

(a) SA 200. 

(b) SA 210 

(c) SA 300 

(d) SA 315 

2 As per SA 300, the audit plan shall include a description of: 

(a) The nature, timing and extent of planned risk assessment procedures, as determined under SA 315. 

(b) The nature, timing and extent of planned further audit procedures at the assertion level, as determined 
under SA 330. 

(c) Other planned audit procedures that are required to be carried out so that the engagement complies 
with SAs. 

(d) All of the Above. 

3 Which of the following is correct? 

(a) SA 315 has a purpose to establish standards to form procedures to be followed to have an 
understanding of the entity and its environment.  

(b) Establishing an overall audit strategy that sets the scope, timing and direction of the audit, and that 
guides the development of the audit plan is prerogative of the management. 

(c) Planning is a discrete phase of an audit. 

(d) There is no relation between Audit Plans and knowledge of the client’s business. 

4 Which of the following is not a part of audit planning activity?  

(a) Determining the nature, timing and extent of risk assessment procedures. 

(b) Determining the nature, timing and extent of Substantive procedures.  

(c) Understanding of terms of audit engagement with the client.  

(d) None of the above. 

5 Planning is _________________ of an audit that often begins shortly after (or in connection with) the 
completion of the previous audit and continues until the completion of the current audit engagement: 

(a) continuous process 
(b) discreet process 
(c) neither continuous nor discreet process 
(d) continuous and discreet process 

2 
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6 Planning an audit involves establishing the overall audit strategy for the engagement and _____________.  

(a) developing an audit plan 

(b) developing an audit program  

(c) developing detailed strategy  

(d) any of the above 

7 When planning the audit, the auditor _______________ 

(a) considers what would make the financial information materially misstated 

(b) need not consider what would make the financial information materially misstated 

(c) need not consider what would make the financial information materially misstated at planning stage  

(d) needs to consider what would make the financial information materially misstated while conducting 
audit only 

8 Planning is not a discrete phase of an audit but rather a continuous process. It often begins shortly 
after _____________________ and continues until the completion of the current audit engagement.  

(a) commencement of new accounting year. 

(b) completion of previous audit.  

(c) receiving letter of appointment. 

(d) None of the above. 

9 The audit plan is ______detailed than the overall audit strategy 

(a) less 
(b) more 
(c) equal 
(d) none of the above 

10 Which of the following is not an example of audit documentation:   

(a) Summary of discussions with the entity’s key decision makers. 

(b) Auditor’s report on the entity’s financial statements. 

(c) Agreements with management or TCWG regarding the scope or changes in scope of services. 

(d) None of the above. 

11 Which of the following audit staff is most likely to be heavily involved in the planning of the audit, 
evaluation of the results and determination of the audit opinion? 

(a) in-charge auditor 

(b) manager 

(c) partner 

(d) supervisor 

12 Nature and extent of planning is affected by: 

(a) size and complexity of the auditee 

(b) past experience 
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(c) change in circumstances 

(d) all of the above 

13 Once the overall audit strategy has been established, __________________can be developed to address the 

various matters identified in the overall audit strategy, taking into account the need to achieve the 

audit objectives through the efficient use of the auditor’s resources.  

(a) audit strategy  

(b) audit plan  

(c) audit plan and audit strategy  

(d) audit note book 

14 Audit strategy is concerned with designing optimised _____________________ that seek to achieve the 
necessary audit assurance at the lowest cost within the constraints of the information available.   

(a) audit procedures 

(b) audit techniques 

(c) audit approaches  

(d) audit programme 

15 Process of establishing the overall audit strategy assists the auditor to determine, subject to the 
completion of the auditor’s assessment procedures, such matters as:  

(a) Nature, timing and extent of risk assessment procedures. 

(b) Nature, timing and extent of Substantive procedures.  

(c) Management of resources as to engagement team members.  

(d) Understanding of terms of audit engagement with the client.  

16 As per SA 300, the auditor shall establish an overall audit strategy that sets the scope, timing and 
direction of the audit, and that guides the development of the audit plan. In establishing the overall 

audit strategy, the auditor shall: 

(a) Set the materiality levels for the audit purpose. 

(b) Develop the detailed audit programme. 

(c) Identify the characteristics of the engagement that define its scope. 

(d) All of the above. 

17 Which of the following is not correct?  

(a) Audit strategy and audit plan are inter-related to each other because change in one would result into 

change in the other.  

(b) The audit plan is prepared before the audit strategy. 

(c) The audit plan contains more details than the overall audit strategy.   

(d) Audit strategy provides the guidelines for developing the audit plan. 
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18 The overall audit strategy and the audit plan remain the ___________________ responsibility. 

(a) auditor’s 
(b) management’s 
(c) those charged with governance 
(d) all of the above 

19 The auditor shall update and change the overall audit strategy and the audit plan as necessary during 
the course of the audit. The auditor may need to modify the overall audit strategy and audit plan as a 
result of: 

(a) unexpected events 

(b) changes in conditions 

(c) the audit evidence obtained from the results of audit procedures.  

(d) any of the above. 

20 Which of the following is incorrect? 

(a) A well designed and drafted audit plan and audit strategy which takes care of all the uncertainties and 
conditions, need not be changed during the course of audit.  

(b) Planning is not a discrete phase of an audit, but rather a continual and iterative process. 

(c) SA 315 has a purpose to establish standards to form procedures to be followed to have an understanding 
of the entity and its environment.  

(d) Both (b) and (c).  

21 With reference to SA 300, the auditor shall document______________________.  

(a) the overall audit strategy 
(b) the audit plan 
(c) any significant changes made during the audit engagement to the overall audit strategy or the audit plan, 

and the reasons for such changes. 
(d) all of the above 

22 For the purpose of programme construction, which of the following points should be kept in mind: 

(a) Be within the scope and limitation of the assignment. 

(b) Determine the evidence reasonably available and identify the best evidence for deriving the necessary 
assurance. 

(c) Only those techniques and procedures which are useful in accomplishing the verification purpose should 
be applied. 

(d) All of the above. 

2.2 – Materiality in Planning and Performing an Audit (SA 320) 

23 The auditor’s determination of materiality is a matter of ______________________, and is affected by the 
auditor’s perception of the financial information needs of users of the F.S.  

(a) professional competence. 

(b) professional judgment. 



Chapter 2  Audit Strategy, Audit Planning and Audit Programming 

2.5 

(c) professional skepticism. 

(d) professional behavior. 

24 The concept of materiality is applied by the auditor in ____________ the audit & in evaluating the effect of 
identified misstatements on audit and of uncorrected misstatements, if any, on the F. S. and in forming 
the opinion in auditor’s report. 

(a) planning. 

(b) performing 

(c) planning and performing. 

(d) planning or performing. 

25 Performance materiality means the amount or amounts set by the auditor at, _____________ materiality 
for the financial statements as a whole, to reduce to an appropriately low level, the probability that 
the aggregate of uncorrected and undetected misstatements, exceeds materiality for the financial 
statements as a whole.  

(a) less than 

(b) more than 

(c) par with the.  

(d) none of the above 

26 When establishing the overall audit strategy, the auditor shall determine materiality for the 
________________________.  

(a) financial statements as a whole  

(b) particular classes of transactions, account balances or disclosures 

(c) both (a) and (b). 

(d) either (a) or (b) 

27 Determining materiality involves the exercise of professional judgment. A percentage is often applied 
to a chosen benchmark as a starting point in determining materiality for the financial statements as a 
whole. Factors that may affect the identification of an appropriate benchmark include the following: 

(a) Elements of the audit report 

(b) Nature of audit assignment 

(c) Competency of Engagement team members 

(d) Relative Volatility of the benchmark. 

28 SA 320 on “Materiality in Planning and Performing an Audit” requires that an auditor should consider 
materiality and its relationship with ___________________ while conducting an audit.  

(a) Audit Plan. 

(b) Audit Strategy. 

(c) Audit Risk. 

(d) Audit Programme. 
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29 Which of the following is not correct? 

(a) Materiality and audit risk are considered throughout the audit. 

(b) A discussion present in the FRF provides a reference to the auditor in determining materiality for the 
audit. 

(c) Auditor’s assessment of materiality and audit risk remains same at the time of initially planning of the 
audit as against at the time of evaluating the results of audit procedures. 

(d) The auditor’s determination of materiality is a matter of professional judgment, and is affected by the 
auditor’s perception of the financial information needs of users of the F.S. 

30 Determining a percentage to be applied to a chosen benchmark (in relation to materiality) involves 
the exercise of ___________. 

(a) Independence  

(b) Professional Judgement  

(c) Professional skepticism  

(d) All of the above 
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Audit Documentation and Audit Evidence 
 

3.1 – Audit Documentation (SA 230)  

1 SA 230 defines the term audit documentation as to the record of:   

(a) audit procedures performed and audit evidence obtained. 

(b) audit evidence Obtained and Conclusion the auditor reached. 

(c) Audit procedure performed and conclusion the auditor reached. 

(d) Audit procedure performed, relevant audit evidence obtained and conclusion the auditor reached. 

d 

2 As per SA 230 auditor is required to prepare audit documentation that provides a ______________ and 
____________ record of the basis of the auditor’s report.  

(a) Complete and Exhaustive. 

(b) Sufficient and Reliable. 

(c) Sufficient and Appropriate. 

(d) None of the Above. 

c 

3 _____________ refers to one or more folders or other storage media, in physical or electronic form, 
containing the records that comprise the audit documentation for a specific engagement. 

(a) Completion Memorandum. 

(b) Audit File. 

(c) Audit Report. 

(d) Audit Summary. 

b 

4 The auditor shall assemble the audit documentation in an audit file and complete the administrative 
process of assembling the final audit file on a timely basis within _______________ of the date of the 
auditor’s report. 

(a) 30 days. 

(b) 60 days. 

(c) 90 days 

(d) 120 days. 

b 

5 The completion of the assembly of the final audit file after the date of the auditor’s report is __________.  

(a) an administrative process that does not involve the performance of new audit procedures but certainly 
involves the drawing of new conclusions.  

(b) an administrative process that involves the performance of new audit procedures or the drawing of new 
conclusions. 

(c) an administrative process that does not involve the performance of new audit procedures or the drawing 
of new conclusions.  

(d) a statutory process. 

c 

3 
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3.2 – Audit Evidence (SA 500)  

6 SA 500 defines the term audit evidence as information used by the auditor in arriving at the 

conclusions on which the auditor’s opinion is based. The term information as used in definition of 

audit evidence comprises of:  

(a) Information contained in accounting records.  

(b) Information obtained from other sources. 

(c) Both of the above 

(d) None of the above. 

c 

7 Procedures performed to obtain understanding of the entity and its environment including the entity 

internal control, to identify and assess the risk of material misstatement whether due to fraud or 

error at the financial statement and assertion level are known as____________. 

(a) Risk Assessment procedures. 

(b) Compliance procedures 

(c) Substantive procedures. 

(d) Analytical procedures. 

A 

8 Substantive procedures comprise of:  

(a) Tests of Control and Tests of Details. 

(b) Risk Assessment procedures and Tests of details. 

(c) Tests of Control and Substantive Analytical Procedures.  

(d) Tests of details and Substantive Analytical Procedures. 

d 

9 Which of the following statement is false? 

(a) Reliability of audit evidence is increased when it is obtained from independent sources outside the entity. 

(b) Audit evidence obtained indirectly are more reliable than audit evidence obtained directly by the auditor. 

(c) Audit evidence in documentary form, whether paper, electronic, or other medium, is more reliable than 

evidence obtained orally. 

(d) Audit evidence provided by original documents are more reliable than audit evidence provided by 

photocopies.  

b 

10 Audit evidence is necessary to support the auditor’s opinion and report. It is ____________in nature and is 

primarily obtained from audit procedures performed during the course of the audit.  

(a) Cumulative  

(b) Regressive  

(c) Selective  

(d) Objective 

a 
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3.3 – Auditor’s Responses to assessed Risks (SA 330)  

11 As per SA 330, which of the following factors do not warrant retesting of controls:  

(a) Effective control environment. 

(b) Personnel changes that significantly affect the application of the control.  

(c) Significant manual element to the relevant controls. 

(d) Both (b) and (c) above. 

a 

12 As per SA 330, external confirmations may be used as substantive procedure. Areas in which external 

confirmations may be obtained are: 

(a) Amount due to lenders, including terms of repayment.  

(b) Salary paid to employees. 

(c) Profits transferred to reserves.  

(d) Both (a) and (c).  

a 

13 In the context of an audit of financial statements, substantive tests are audit procedures that ___________.  

(a) may be eliminated under certain conditions. 

(b) may be either tests of transactions, direct tests of financial balances, or analytical tests. 

(c) will increase proportionately with the auditor's reliance on internal control. 

(d) are designed to discover significant subsequent events. 

b 

14 The auditor’s decision on whether to rely on audit evidence obtained in previous audits for controls 

that: (a) have not changed since they were last tested; and (b) are not controls that mitigate a 

significant risk; is a matter of professional judgment. In addition, the length of time between retesting 

such controls is also a matter of professional judgment, but is required to be at least  

(a) once in every year 

(b) once in every two year. 

(c) once in every third year. 

(d) once in every fifth year. 

c 

15 When deviations from controls upon which the auditor intends to rely are detected, the auditor shall 

make specific inquiries to understand these matters and their potential consequences, and shall 

determine whether:  

(a) The tests of controls that have been performed provide an appropriate basis for reliance on the controls. 

(b) Additional tests of controls are necessary. 

(c) The potential risks of misstatement need to be addressed using substantive procedures.  

(d) Any of the above. 

d 
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3.4 – Written Representations (SA 580)  

16 A written statement by management provided to the auditor to confirm certain matters or to support 
other audit evidence is known as __________.   

(a) Letter of Engagement. 

(b) External Confirmation. 

(c) Written Representation.  

(d) Third party confirmation. 

c 

17 Which of the following is true? 

(a) Written representation shall be in the form of a representation letter addressed to TCWG. 

(b) Date of written representation shall be as near as practicable to the date of financial statements.  

(c) If based on written representation received, auditor claims that there is sufficient doubt about integrity 
of management, he shall issue an adverse opinion.  

(d) None of the above. 

d 

18 Which statement is correct regarding written representations?  

(a) Although written representations provide necessary audit evidence, they do not provide sufficient 
appropriate audit evidence on their own about any of the matters with which they deal.  

(b) Written representations provide sufficient appropriate audit evidence on their own about any of the 
matters with which they deal.  

(c) Written representations neither provide necessary audit evidence nor they provide sufficient 
appropriate audit evidence. 

(d) Written representations are not related to audit evidence. 

a 

19 As per SA 580 “Written Representations” the auditor shall disclaim the opinion on the financial 
statements in accordance with SA 705 if:  
(a) Auditor has concerns about the competence, integrity, ethical values or diligence of management.  
(b) Written representations are inconsistent with other audit evidences.  
(c) Management does not provide the written representation. 

(d) None of the above 

c 

20 While auditing a lawyer company, Mr. X, the statutory auditor of the company, was unable to get the 
confirmation about the existence and value of certain books existed in the library worth  
₹35 lakh. However, the management gave him a certificate to prove the existence and value of the 
books as appearing in the books of account. The auditor accepted the same without any further 
procedure and signed the audit report. Is he right in his approach? 
(a) The approach adopted by the auditor is right, as “Written Representations” are considered as sufficient 

appropriate audit evidence in the absence of other audit evidences. 
(b) The approach adopted by the auditor is not right, as “Written Representations” cannot be a substitute for 

other audit evidence that the auditor could reasonably expect to be available. 
(c) The approach adopted by the auditor can be considered as right, if he discloses this fact in the audit 

report as “Key Audit Matter”. 
(d) The approach adopted by the auditor can be considered as right, if he discloses the fact in the audit 

report in “Emphasis of Matter” Para. 

b 
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3.5 – Audit Evidence – Specific Considerations for Selected Items (SA 501) 

21 As per SA 501, auditor is required to obtain sufficient and appropriate audit evidences as to: 

(a) Valuation of Inventory. 

(b) Completeness of Litigation and Claims.  

(c) Presentation and Disclosures of Financial Instruments. 

(d) All of the Above. 

b 

22 If physical inventory counting is conducted at a date other than the date of the financial statements, 
the auditor shall -  
(a) perform audit procedures to obtain audit evidence about whether changes in inventory between the 

count date and the date of the financial statements are properly recorded. 
(b) shall make or observe some physical counts on an alternative date, and perform audit procedures on 

intervening transactions. 
(c) perform alternative audit procedures to obtain sufficient appropriate audit evidence regarding the 

existence and condition of inventory. If it is not possible to do so, the auditor shall modify the opinion in 
the auditor’s report in accordance with SA 705. 

(d) obtain sufficient appropriate audit evidence regarding the existence and condition of that inventory by 
requesting confirmation from the third party as to the quantities and condition of inventory held on 
behalf of the entity. 

a 

23 When inventory under the custody and control of a third party is material to the financial statements, 
the auditor shall obtain sufficient appropriate audit evidence regarding the existence and condition of 
that inventory by  
(a) Request confirmation from the third party as to the quantities and condition of inventory held on behalf 

of the entity.  
(b) Perform inspection or other audit procedures appropriate in the circumstances. 
(c) Either or Both of the above. 
(d) None of the above. 

c 

24 “If inventory is material to the financial statements, the auditor shall obtain sufficient appropriate 
audit evidence regarding the existence of inventory by attending the physical inventory counting 
unless impracticable.” Purpose of attending inventory count is to:  
1. Evaluate management’s instructions and procedures for recording and controlling the results of 

the entity’s physical inventory counting 
2. Observe the performance of management’s count procedures;  
3. Inspect the inventory;  
4. Perform test counts 
5. Valuation of the inventory. 
6. Identify the weaknesses to be informed to those charged with governance as per requirement of SA 

260. 
7. Determine the key audit matters so as to be incorporated in the audit report as per requirements 

of SA 701. 
Select the main purpose: 
(a) 1, 2, 6 and 7 
(b) 1, 2, 3 and 4 

b 
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(c) 1, 2, 5, 6 and 7 

(a) 5, 6 and 7 

25 ABC Ltd. is dealing in trading of electronic goods. Huge inventory (60% approximately) of the 
company is lying on consignment (i.e. under the custody of third party). CA. Mohit, the auditor of the 
company, wants to obtain sufficient appropriate audit evidence regarding the existence and condition 
of the inventory lying on consignment. Thus, he requested & obtained confirmation from the third 
party as to the quantities and condition of inventory held on behalf of the entity, however, it raised 
doubts about the integrity and objectivity of the third party. Which of the following other audit 
procedures may be performed by CA. Mohit to obtain sufficient appropriate audit evidence regarding 
the existence and condition of the inventory under the custody of third party?  

(a) Attend third party’s physical counting of inventory.  
(b) Arrange for another auditor to attend third party’s physical counting of inventory.  
(c) Inspect warehouse receipts regarding inventory held by third parties.  
(d) All of the above. 

d 

3.6 – External Confirmations (SA 505) 

26 A request that the confirming party respond directly to the auditor indicating whether the confirming 
party agrees or disagrees with the information in the request, or providing the requested information 
is known as:  

(a) Positive Confirmation request. 

(b) Negative Confirmation request. 

(c) Third party confirmation 

(d) Request for Written representation.  

a 

27 While designing external confirmation request, which of the following factors need to be considered: 

(a) Method of communication. 

(b) Management authorisation/encouragement to Confirming Party to respond to auditor. 

(c) Ability of Confirming Party to provide/ confirm requested info. 

(d) All of the Above. 

d 

28 As per SA 505, if management refuses to allow the auditor to send a confirmation request, the auditor:  

(a) need not to inquire the reasons from management and may modify the opinion directly.  

(b) need not to inquire the reasons from management & perform alternate procedures. 

(c) need to inquire the reasons and perform alternate audit procedures. 

(d) None of the above. 

c 

29 As per SA 505 “External Confirmations”, if management refuses the auditor to send a confirmation 
request, the auditor shall:  
(a) Determine the implications for the audit and auditor’s opinion in accordance with SA 705. 
(b) Evaluate the implications of the assessment of the relevant risk of material misstatements, including the 

risk of fraud. 
(c) Consider the matter as Key Audit matter and report as per SA 701.  

(d) None of the above. 

b 
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30 In which of the following circumstances would the use of the negative form of accounts receivable 
confirmation most likely be justified? 
(a) A substantial number of accounts may be in dispute and the accounts receivable balance arises from 

sales to a few major customers. 
(b) A small number of accounts may be in dispute and the accounts receivable balance arises from sales to 

many customers with small balances. 
(c) A small number of accounts may be in dispute and the accounts receivable balance arises from sales to a 

few major customers. 
(d) A substantial number of accounts may be in dispute and the accounts receivable balance arises from 

sales to many customers with small balances. 

b 

3.7 – Initial Audit Engagement – Opening Balances 

31 Initial Audit Engagement is an engagement in which prior period financial statements are:  

(a) not audited. 

(b) audited by the predecessor auditor. 

(c) audited by same auditor.  

(d) either (a) or (b). 

d 

32 Which of the following is false? 
(a) If the auditor is unable to obtain sufficient appropriate audit evidence regarding the opening balances, 

the auditor shall express a qualified opinion or a disclaimer of opinion, as appropriate in accordance with 
SA 705. 

(b) If the auditor concludes that the opening balances contain a misstatement that materially affects the 
current period’s financial statements and the effect of the misstatements is not properly accounted for or 
adequately presented or disclosed, the auditor shall express a qualified opinion or an adverse opinion as 
appropriate in accordance with SA 705. 

(c) If the auditor concludes that the current period accounting policies are consistency applied in relation to 
opening balances in accordance with applicable FRF, the auditor shall express a qualified opinion or an 
adverse opinion as appropriate in accordance with SA 705. 

(d) If the auditor concludes that a change in accounting policies is not properly accounted for or not 
adequately presented or disclosed in accordance with the applicable FRF, the auditor shall express a 
qualified opinion or an adverse opinion as appropriate in accordance with SA 705. 

c 

33 Which of the following is false in case of initial audit engagement?  

(a) The auditor shall read the most recent F.S., if any, and the predecessor auditor’s report thereon, if any, 
for information relevant to opening balances.  

(b) If the auditor obtains audit evidence that the opening balances contain misstatements that could 
materially affect the current period’s F.S., the auditor shall perform such additional audit procedures as 
appropriate to determine the effect on the current period’s F.S.  

(c) Auditor shall obtain SAAE about whether the accounting policies reflected in the opening balances have 
been consistently applied in the current period’s F.S. 

(d) If the auditor is unable to obtain sufficient appropriate audit evidence regarding the opening balances, 
the auditor shall express an adverse opinion. 

d 
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3.8 – Related Parties (SA 550) 

34 Which of the below mentioned standards deals with the related party disclosures in the financial 
statements and auditor’s responsibilities regarding related party relationships and transactions when 
performing an audit of financial statements.  

(a) AS 18 and SA 540. 

(b) AS 17 and SA 550. 

(c) AS 18 and SA 550. 

(d) AS 17 and SA 540. 

c 

35 As per SA 550 “Related Parties”, if the auditor identifies related parties or significant related party 
transactions that management has not previously identified or disclosed to the auditor, the auditor 
shall:  
(a) Determine whether the underlying circumstances confirm the existence of those relationships or 

transactions. 
(b) Request management to identify all transactions with the newly identified related parties for the 

auditor’s further evaluation.  
(c) Report the matter to the Central Government.  

(d) All of the above.   

b 

36 If the auditor identifies related parties or significant related party transactions that management has 
not previously identified or disclosed to the auditor, the auditor shall:  
(a) Promptly communicate the relevant information to Regulatory authorities.  
(b) Perform appropriate substantive audit procedures relating to such newly identified related parties or 

significant related party transactions. 
(c) Reconsider the risk that other related parties or significant related party transactions may exist that 

auditor fails to identify.  
(d) All of the above. 

b 

37 For identified significant related party transactions outside the entity’s normal course of business, the 
auditor shall evaluate whether 

(a) 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. 

(b) The terms of the transactions are consistent with management’s explanations. 

(c) The transactions have been appropriately accounted for and disclosed in accordance with the applicable 
financial reporting framework. 

(d) All of the above. 

d 

38 If the auditor identifies significant transactions outside the entity’s normal course of business when 
performing the audit procedures, the auditor shall  

(a) inquire of management about the nature of these transactions and whether related parties could be 
involved. 

(b) perform the procedures as prescribed in SA 240. 

(c) ask a written representation from the management in this regard. 

(d) none of the above. 

a 
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39 Which of the following is false? 

(a) Nature of related party relationships and transactions may, in some circumstances, give rise to higher 
risks of material misstatement of the financial statements than transactions with unrelated parties.  

(b) Where the applicable FRF establishes requirements of related party disclosures, auditor has no 
responsibility to perform audit procedures to identify, assess and respond to the RMM arising from the 
entity’s failure to appropriately account for or disclose related party relationships, transactions or 
balances  

(c) In case of identification of significant Related party transaction outside the entity normal course of 
business, auditor shall obtain evidence that transactions have been appropriately authorised & 
approved. 

(d) All of the Above. 

b 

3.9 – Subsequent Events (SA 560) 

40 As per SA 560, subsequent events are events occurring between the date of the financial statements 
and the __________________ and facts that become known to the auditor after the date of the auditor’s 
report. 

(a) Date of approval of financial statement. 

(b) Date of the auditor’s report.  

(c) Date of the annual general meeting.  

(d) None of the above. 

b 

41 SA 560 “Subsequent Events” deals with the auditor’s responsibilities as to: 

(a) Subsequent events in an audit of financial statements. 

(b) “Other Information” obtained after the date of auditor’s report. 

(c) Both of the above. 

(d) None of the Above. 

a 

42 As per SA 560, if auditor identifies events or conditions that require adjustments or disclosures in the 
financial statements, the auditor  

(a) has no obligation to perform any audit procedures regarding the financial statements after the date of 
the auditor’s report. 

(b) shall modify the audit opinion.  

(c) shall determine whether each such event is appropriately reflected in financial statements. 

(d) Any of the above. 

c 

43 If a fact becomes known to the auditor that, had it been known to the auditor at the date of the 
auditor’s report, may have caused the auditor to amend the auditor’s report, the auditor shall 
____________.  

(a) discuss the matter with management. 

(b) determine whether the financial statements need amendment. 

(c) if financial statements need to be amended, inquire how management intends to address the matter in 
the financial statements.  

(d) All of the Above. 

d 
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44 AS 4 discusses the treatment of events occurring after period end in the financial statement. Events 
are classified in two categories:  
I. Events that provide further evidence of conditions that existed at period end. 
II. Events that are indicative of conditions that arose subsequent to period end. 
How are the following two types of significant event treated? 
(a) Adjust Financial Statement for Type I and Disclosure in Type II. 
(b) Adjust Financial Statement for Type I and Type II. 
(c) Disclosure for Type I and Type II. 
(d) Disclosure for Type I and Adjust Financial Statement in Type II. 

a 

45 Which of the following is not an example of subsequent events relating to conditions that existed at 
period end which require adjustment in the financial statements? 

(a) disposal of equipment not being used in operations at a price below current book value. 

(b) an uninsured loss of inventories as a result of fire. 

(c) settlement of litigation at an amount different from the amount recorded on the books. 

(d) sale of investments at a price below recorded cost. 

b 

3.10 – Going Concern (SA 570) 

46 Which of the below mentioned indicators are classified as financial indicators that may cast doubt 
about going concern assumption:  

(a) loss of key management without replacement 

(b) non-compliance with capital requirements.  

(c) shortage of important supplies.  

(d) in ability to pay creditors on due dates.  

d 

47 As per SA 570, if auditor concludes that use of going concern basis of accounting by management in 
preparation of financial statements is inappropriate, auditor shall issue ______________ .  

(a) Qualified Opinion. 

(b) Adverse Opinion. 

(c) Disclaimer of Opinion. 

(d) Unmodified opinion with a separate section titled as “Material Uncertainty relating to Going Concern” 

b 

48 As per SA 570, if events or conditions have been identified that may cast significant doubt on the 
entity’s ability to continue as a going concern, the auditor shall determine whether or not a material 
uncertainty exists that may cast significant doubt on the entity’s ability to continue as a going concern 
through performing additional audit procedures. Additional Procedures may comprise of: 

(a) Evaluating Management Plans for future actions. 

(b) Evaluating the reliability of cash flow forecast. 

(c) Requesting Written Representations from management regarding feasibility for future plans.  

(d) All of the above.  

d 

49 When an auditor concludes there is substantial doubt about a continuing audit client's ability to 
continue as a going concern for a reasonable period of time, the auditor's responsibility is to 

a 
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(a) Consider the adequacy of disclosure about the client's possible inability to continue as a going concern. 

(b) Report to the client's audit committee that management's accounting estimates may need to be adjusted. 

(c) Issue a qualified or adverse opinion, depending upon materiality, due to the possible effects on the 
financial statements. 

(d) Reissue the prior year's auditor's report and add an explanatory paragraph that specifically refers to 
"substantial doubt" and "going concern." 

50 Which of the following is false? 

(a) If the financial statements have been prepared using the going concern basis of accounting but, in the 
auditor’s judgement, management use of the going concern basis of accounting in the preparation of the 
financial statements is inappropriate, the auditor shall express an adverse opinion. 

(b) If management is unwilling to make or extend its assessment when requested to do so by the auditor, the 
auditor shall consider the implications for the auditor’s report.  

(c) If use of going concern basis of accounting is appropriate but a material uncertainty exists and adequate 
disclosure about the material uncertainty is made in the financial statements, the auditor shall express a 
modified opinion and auditor report shall include a separate section under the heading “Material 
Uncertainty related to Going Concern”. 

(d) If use of going concern basis of accounting is appropriate but a material uncertainty exists and adequate 
disclosure about the material uncertainty is not made in the financial statements, the auditor shall 
express a qualified opinion or adverse opinion as appropriate in accordance with SA 705. 

c 
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Risk Assessment and Internal Control 
 

4.1 – Audit Risk  

1 The risk that a misstatement that could occur in an assertion about a class of transaction, account 
balance or disclosure and that could be material, either individually or when aggregated with other 
misstatements, will not be prevented, or detected and corrected, on a timely basis by the entity’s 
internal control is known as: 

(a) Inherent Risk 

(b) Control Risk 

(c) Risk of Material Misstatement 

(d) Detection Risk 

2 Risk arises to inherent limitations of control is known as: 

(a) Inherent Risk 

(b) Control Risk 

(c) Risk of Material Misstatements 

(d) Detection Risk 

3 Risks of material misstatement at the overall financial statement level refer to risks of material 
misstatement  

(a) that relate pervasively to the financial statements as a whole and potentially affect many assertions. 

(b) are assessed in order to determine the NTE of further audit procedures necessary to obtain sufficient 
appropriate audit evidence. 

(c) that material misstatement will not be prevented or detected and corrected on a timely basis by the 
internal control system. 

(d) both (a) and (b) 

4 When inherent and control risks are high, acceptable detection risk needs to be  

(a) low to reduce audit risk to an acceptably high level. 

(b) high to reduce audit risk to an acceptably high level. 

(c) low to reduce audit risk to an acceptably low level. 

(d) high to reduce audit risk to an acceptably low level. 

5 Which of the following statement is correct? 

(a) SA 315 has a purpose to establish standards to form procedures to be followed to have an understanding 
of the entity and its environment. 

(b) Risk of material misstatement may be defined as the risk that the financial statements are materially 
misstated subsequent to audit.         

4 
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(c) Internal control can provide absolute assurance. 

(d) Inherent and Control Risk, and detection risk have same meaning. 

6 Which of the following is not a component of Risk Assessment Procedures? 

(a) Inquiries of management, and of others within the entity.  

(b) Analytical procedures 

(c) Observation and inspection 

(d) Reperformance 

7 Risk arises on account of judgement on part of auditor, test nature of audit and nature of audit 
evidences collected: 

(a) Inherent Risk 

(b) Control Risk 

(c) Risk of Material Misstatements 

(d) Detection Risk 

8 Procedures performed to obtain an understanding of the entity and its environment, including the 
entity’s internal control, to identify and assess the risks of material misstatement, whether due to 
fraud or error, at the financial statement and assertion levels are known as: 

(a) Risk Assessment procedures 

(b) Compliance Procedures 

(c) Substantive procedure 

(d) Substantive Analytical procedures. 

9 Components of risk of material misstatement at the assertion level are:  

(a) Inherent risk and detection risk  

(b) Inherent risk and control risk  

(c) Control risk and detection risk  

(d) Inherent risk, control risk and detection risk 

10 Audit risk is a function of the  

(a) Risks of material misstatement and detection risk.  

(b) Audit risk and detection risk.  

(c) Control risk and detection risk.  

(d) Inherent risk and detection risk. 

11 Risk of material misstatement may be defined as the risk that the financial statements are materially 
misstated ______________________.  

(a) after audit.  

(b) during audit.  

(c) prior to audit.  

(d) All of the above. 
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12 The assessment of risks is a matter ______________________________.  

(a) capable of precise measurement rather than matter of professional judgment.  

(b) of professional judgment, rather than a matter capable of precise measurement.  

(c) of professional judgement as well as capable of precise measurement sometimes.  

(d) none of the above. 

13 Which of the following is not an assertion about presentation and disclosure?  

(a) Occurrence and rights and obligations  

(b) Completeness  

(c) Classification and understand ability  

(d) Existence 

14 Which of the following Assertion is not related to assertion about presentation and disclosure:  

(a) Occurrence and rights and obligations  

(b) Completeness  

(c) Classification and understandability  

(d) Valuation and allocation 

15 Assertions used by the auditor to consider the different types of potential misstatements in relation to 
transactions occurred during the year include: 

(a) Occurrence, completeness, accuracy and cut-off. 

(b) Existence, completeness, valuation and allocation 

(c) Occurrence, completeness, understandability and classification. 

(d) Valuation, measurement, rights and obligations.  

4.2 – Internal Control 

16 All of the following are components of internal control except: 

(a) Management Reports. 

(b) Risk Assessment Process. 

(c) Monitoring. 

(d) The Information System. 

17 Implementation of a control means that the control exists and that: 

(a) all necessary personnel are trained to operate the control. 

(b) the entity is using it. 

(c) the control was properly designed. 

(d) the control is documented. 

18 Process to assess the effectiveness of internal control performance over time is known as: 

(a) Entity risk assessment process  

(b) Risk assessment process of statutory auditor 

(c) Control activities relevant to audit 

(d) Monitoring of controls 
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19 Policies and procedures that help ensure that management directives are carried out are known as: 

(a) Control Environment 

(b) Entity risk assessment process  

(c) Information System 

(d) Control activities relevant to audit 

20 Which of the following is not a component of internal control system? 

(a) Control Environment 

(b) Risk assessment process of statutory auditor 

(c) Information System 

(d) Control activities relevant to audit 

21 A graphic presentation of internal controls in the organisation and is normally drawn up to show the 
controls in each section or sub-section is known as:  

(a) Narrative Records 

(b) Check List 

(c) Internal Control Questionnaire 

(d) Flowchart 

22 A series of instructions and/or questions which a member of the auditing staff must follow and/or 
answer, is known as: 

(a) Narrative Records 

(b) Check List 

(c) Internal Control Questionnaire 

(d) Flowchart 

23 The auditor's primary consideration is whether, and how, a specific control prevents, or detects and 
corrects, material misstatements: 

(a) in classes of transactions. 

(b) in account balances. 

(c) in disclosures. 

(d) in classes of transactions, account balances or disclosures. 

24 All of the following are sub-systems (contents) of an entity’s information system except: 

(a) Computer systems software. 

(b) Production system. 

(c) Personnel information. 

(d) Customer and vendor records. 

25 Key components to assess and evaluate the control environment includes: 

(a) Enterprise Risk management 

(b) Segregation of Job responsibilities and Job Rotation in Sensitive Areas. 

(c) IT Based Controls 

(d) All of the above. 
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26 Which of the following makes for an effective control environment with regards to commitment to 
competence? 

(a) assure independence from management. 

(b) increase interaction between senior management and operating management. 

(c) reduce pressure to meet unrealistic performance targets. 

(d) its culture is one in which quality and competence are openly valued. 

27 New life Hospital is a multi-specialty hospital which has been facing a lot of pilferage and troubles 
regarding their inventory maintenance and control. On investigation into the matter it was found that 
the person in charge of inventory inflow and outflow from the store house is also responsible for 
purchases and maintaining inventory records. According to you, which basic system control has been 
violated. 

(a) Internal Audit 

(b) Internal Check 

(c) Monitoring 

(d) Risk assessment 

28 Because the assessment of the risk of material misstatement takes account of internal control,  

(a) The extent of substantive procedures may need to be increased irrespective of the results from tests of 
controls.  

(b) The extent of substantive procedures may need to be increased when the results from tests of controls 
are satisfactory.  

(c) The extent of substantive procedures may need to be decreased when the results from tests of controls 
are unsatisfactory.  

(d) The extent of substantive procedures may need to be increased when the results from tests of controls 
are unsatisfactory. 

29 When deviations from controls upon which the auditor intends to rely are detected,  

(a) The auditor shall not make any inquiries to understand these matters and their potential consequences 

(b) The auditor shall make specific inquiries to understand these matters and their potential consequences 

(c) The auditor shall make general inquiries to understand these matters and their potential consequences  

(d) The auditor shall make both general as well as specific inquires to understand these matters and their 
potential consequences 

30 When more persuasive audit evidence is needed regarding the effectiveness of a control,  

(a) It may be appropriate to increase the extent of testing of the control and reduce the extent of the degree 
of reliance on controls. 

(b) It may be appropriate to decrease the extent of testing of the control as well as the degree of reliance on 
controls. 

(c) It may be appropriate to decrease the extent of testing of the control and increase the extent of the 
degree of reliance on controls. 

(d) It may be appropriate to increase the extent of testing of the control as well as the degree of reliance on 
controls. 
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4.3 – Internal Audit 

31 An independent management function, which involves a continuous and critical appraisal of the 
functioning of an entity with a view to suggest improvements thereto and add value to and strengthen 
the overall governance mechanism of the entity is known as: 

(a) Internal Control 

(b) Internal Audit 

(c) Internal Check 

(d) Risk assessment process 

32 Which of the below mentioned standard prescribes the auditors requirements while using the work 
of internal auditors: 

(a) SA 299 

(b) SA 600 

(c) SA 610 

(d) SA 620 

33 Internal Auditor shall be  

(a) a practicing chartered accountant   

(b) a practicing cost accountant,   

(c) an employee of the company  

(d) either be a chartered accountant (whether in Practice or not) or a cost accountant, or such other 
professional as may be decided by the Board 

34 Which of the following company is required to have internal audit system as per Sec. 138 of 
Companies Act, 2013: 

(a) Unlisted public company having paid up equity share capital of 50 crore rupees or more during the 
preceding financial year.  

(b) Unlisted public company having paid up equity share capital of 50 crore rupees or more during the 
current financial year.  

(c) Unlisted public company having paid up share capital of 50 crore rupees or more during the preceding 
financial year.  

(d) Unlisted public company having paid up share capital of 50 crore rupees or more during the current 
financial year.  

35 The objectives and scope of internal audit functions typically include _______________________ designed to 
evaluate and improve the effectiveness of the entity’s governance processes, risk management and 
internal control. 

(a) assurance activities only  

(b) consulting activities only  

(c) assurance and consulting activities 

(d) risk management activities 
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36 Scope of Internal Audit is:  

(a) restricted to financial statements. 

(b) not restricted to financial statements, but also extends to the task review of all operations of the 
enterprise. 

(c) not restricted to financial statements, but also extends to take upon the function of the operational 
manager. 

(d) not restricted to financial statements, but also extends to statutory reporting under Section 143(3) of 
Companies Act, 2013. 

37 Which of the following public unlisted companies, required to appoint an internal auditor? 

(a) Companies having paid up equity capital and reserves of ₹50 cr. or above during the preceding financial 
year. 

(b) Companies having turnover of ₹200 cr. or more during the current financial year. 

(c) Companies having outstanding loans or borrowings from banks, financial institutions and directors 
exceeding ₹100 Cr. or more at any point of time during the preceding financial year. 

(d) None of the above 

38 Which of the following private companies, required to appoint an internal auditor? 

(a) Companies having paid up capital ₹50 cr. or above during the preceding financial year. 

(b) Companies having turnover of ₹200 cr. or more during the preceding financial year. 

(c) Companies having outstanding loans or borrowings from banks, financial institutions and directors 
exceeding ₹100 Cr. or more at any point of time during the preceding financial year. 

(d) Both (b) and (c) 

39 Which of the following companies is not required to appoint an internal auditor? 

(a) Public companies having its securities listed on Main Board of Stock Exchange. 

(b) Public companies having its securities listed on ITP. 

(c) Unlisted Public companies having paid up share capital of ₹50 crores or above during the preceding 
financial year. 

(d) Private companies having paid up share capital of ₹50 crores or above during the preceding financial 
year. 

40 Which of the following companies is required to appoint an internal auditor? 

(a) Private companies having paid up share capital of ₹40 crores during the preceding financial year. 

(b) Private companies having turnover of ₹120 cr. during the preceding financial year. 

(c) Private companies having outstanding loans or borrowings from banks or financial institutions was ₹105 
Cr. at the end of preceding financial yea 

(d) r.  

(e) None of the above. 
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Answers 

1 (b) 8 (a) 15 (a) 22 (b) 29 (b) 36 (b) 

2 (b) 9 (b) 16 (a) 23 (d) 30 (d) 37 (d) 

3 (a) 10 (a) 17 (b) 24 (c) 31 (b) 38 (b) 

4 (c) 11 (c) 18 (d) 25 (d) 32 (c) 39 (d) 

5 (a) 12 (b) 19 (d) 26 (d) 33 (d) 40 (c) 

6 (d) 13 (d) 20 (b) 27 (b) 34 (c)   

7 (d) 14 (d) 21 (d) 28 (d) 35 (c)   

 



 

5.1 

 
 

Fraud and Responsibilities of the Auditor  
 

1 When credit purchases of ₹5100 is recorded on credit side and credit sales of ₹5100 is recorded on 
debit side, this kind of error is called ______. 

(a) Error of omission. 

(b) Compensating error. 

(c) Error of principle. 

(d) Error of commission. 

2 If, as a result of a misstatement resulting from fraud, the auditor encounters exceptional 
circumstances that bring into question his ability to continue performing the audit, he shall- 

(a) Withdraw from the engagement immediately. 

(b) Report to Audit team regarding withdrawal. 

(c) Determine the professional and legal responsibilities applicable in the circumstances. 

(d) Ask the management for his withdrawal. 

3 Which of the following is an example of inflating cash payments? 

(a) Making payments against purchase vouchers. 

(b) Teeming and lading. 

(c) Not accounting for cash sales fully. 

(d) Making payments against inflated vouchers. 

4 The type of errors, existence of which becomes apparent in the process of compilation of accounts is 
known as- 

(a) Self-revealing errors. 

(b) Intentional errors. 

(c) Concealed errors. 

(d) Unconcealed errors. 

5 Misappropriation of assets may occur because there is- 

(a) Adequate record keeping with respect to assets. 

(b) Known history of violations of securities laws. 

(c) Lack of complete and timely reconciliations of assets. 

(d) Dispute between shareholders in a closely held entity. 

5 
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6 SA 240 define fraud as ‘an intentional act by one or more individuals among management, those 
charged with governance, ___________________, involving the use of deception to obtain an unjust or illegal 
advantage. 

(a) employees or third parties. 

(b) employees, vendors or third parties. 

(c) employees or others. 

(d) employees or vendors. 

7 A situation where someone believes they have a favorable or promising combination of circumstances 
to commit an undetectable fraud is the description of: 

(a) perceived pressure. 

(b) rationalisation. 

(c) management fraud. 

(d) perceived opportunity. 

8 Which of the following considerations of fraud and error by the auditor is not required by SA 240? 

(a) the auditor should communicate to management any material weaknesses in internal control related to 
the prevention or detection of fraud and error. 

(b) based on the risk assessment the auditor should design audit procedures to obtain reasonable assurance 
that material misstatements arising from fraud and error are detected. 

(c) when the auditor encounters circumstances that may indicate that there is a material misstatement in 
the financial statements resulting from fraud or error, the auditor should inform regulatory bodies. 

(d) the auditor should be satisfied that those charged with governance have been informed of any material 
weaknesses in internal control related to the prevention and detection of fraud. 

9 Concerning fraud, the auditor’s current position is that: 

(a) the auditor is responsible for obtaining reasonable assurance that the financial statements are free from 
material statement, whether caused by fraud or error. 

(b) when fraud is discovered by the auditor, they must report it in their audit opinion. 

(c) fraud detection is the objective of an audit. 

(d) the auditor can take no responsibility for fraud. 

10 Fraudulent financial reporting involves ________________________.  

(a) management override of controls that otherwise may appear to be operating effectively. 

(b) Causing an entity to pay for goods and services not received. 

(c) Stealing physical assets or intellectual property. 

(d) Using an entity’s assets for personal use 
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11 Misappropriation of assets involves the theft of an entity’s assets and is often perpetrated by 
employees in relatively small and immaterial amounts. Misappropriation of assets can be 
accomplished in a variety of ways. Which of the following is not an example of misappropriation of 
assets? 

(a) Misappropriating collections on accounts receivable or diverting receipts in respect of written-off 
accounts to personal bank accounts. 

(b) Inappropriately adjusting assumptions and changing judgments used to estimate account balances.  

(c) Stealing inventory for personal use or for sale, stealing scrap for resale, colluding with a competitor by 
disclosing technological data in return for payment.  

(d) Payments to fictitious vendors, kickbacks paid by vendors to the entity’s purchasing agents in return for 
inflating prices, payments to fictitious employees. 

12 If, as a result of a misstatement resulting from fraud or suspected fraud, the auditor encounters 
exceptional circumstances that bring into question the auditor’s ability to continue performing the 
audit, the auditor shall: 

(a) consider the nature of modifications to be made in the audit report. 

(b) consider whether it is appropriate to withdraw from the engagement, where withdrawal from the 
engagement is legally permitted. 

(c) communicate his inability to continue the audit to Central Government. 

(d) none of the above. 

13 Cloud Ltd. appointed an auditor for the financial year 2018-19. While going through the audit 
procedure, the auditor observed that the management has entered into certain transactions which are 
irregular in nature and the management is personally benefited from such transactions. 

(a) Auditor should consider the requirements of SA 240 and recognize the possibility that a material 
misstatement due to fraud could exist.  

(b) Auditor should consider the requirements of Section 143(12) of Companies Act, 2013 as to reporting of 
fraud to the Central Government. 

(c) Auditor should consider the requirements of Para 3(x) of CARO, 2016 as to reporting of fraud. 

(d) All of the above. 

14 While conducting statutory Audit of ABC Ltd., you come across “I Owe You” amounting to ₹2 crores as 
against a cash balance shown in books of ₹2.10 crores. You also observe that despite similar high 
balances throughout the year, small amounts of ₹50,000 are withdrawn from the bank to meet day-to-
day expenses.  

(a) Auditor should consider the requirements of SA 240 and recognize the possibility that a material 
misstatement due to fraud could exist.  

(b) Auditor should carry out surprise verification of cash more frequently to ascertain whether it agrees as 
per the requirements of Guidance Note on Audit of Cash and Bank balances. 

(c) Both (a) and (b).  

(d) Either (a) or (b). 
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15 M/s Honest Limited has entered into a transaction on 5th March, 2018, near year-end, whereby it has 
agreed to pay ₹5 lakhs p.m. to Mr. Y as annual retainer-ship fee for "engineering consultation". No 
amount was actually paid, but ₹60 lakhs is provided in books of account as on March 31, 2018. Your 
inquiry elicits a response that need-based consultation was obtained round the year, but there is no 
documentary or other evidence of receipt of the service. As the auditor of M/s Honest Limited, what 
would be your approach?           

(a) Auditor should consider the requirements of SA 240 and recognize the possibility that a material 
misstatement due to fraud could exist.  

(b) Auditor should consider the requirements of Section 143(12) of Companies Act, 2013 as to reporting of 
fraud to the Central Government. 

(c) Auditor should consider the requirements of Para 3(x) of CARO, 2016 as to reporting of fraud. 

(d) All of the above. 

16 As per Sec. 143(12) of 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. The amount prescribed for this purpose is _________________. 

(a) Individually ₹1 Cr. or above 

(b) Individually above ₹1 Cr.  

(c) ₹1 Cr. or above in aggregate. 

(d) above ₹1 Cr. in aggregate. 

17 Reporting of fraud to Central Government required under Section 143(12) of Companies Act, 2013 
read with Rule 13 of Companies (Audit & Auditor’s) Rules, 2014 shall be in the form of a statement as 
specified in ________________ and sent to ___________________________________.  

(a) Form ADT-3; Secretary, Institute of Chartered Accountants of India.  

(b) Form ADT-4; Secretary, Ministry of Corporate Affairs 

(c) Form ADT-4; Secretary, Ministry of Law and Justice  

(d) Form ADT-3; Secretary, Indian Institute of Corporate Affairs 

18 As per Sec. 143(15) of Companies Act, 2013, if any auditor, cost accountant or company secretary in 
practice do not comply with the provisions of Sec. 143(12), he shall be punishable with fine which 
shall not be less than _____________ but which may extend to _________________ 

(a) ₹1 lac; ₹25 Lacs. 

(b) ₹5 lac; ₹25 Lacs. 

(c) ₹1 lac; ₹5 Lacs. 

(d) ₹1 lac; ₹10 Lacs. 
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19 Report u/s 143(12) with respect to fraud shall be sent to  

(a) Registrar of Companies  

(b) Company Law Board  

(c) Secretary, Ministry of Home affairs 

(d) None of the above. 

20 As per Sec. 143(12) of 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. The amount so prescribed is  

(a) ₹1 Cr. or above, individually as per Rule 13 of Companies (Audit and Auditor’s) Rules, 2014. 

(b) ₹1 Cr. or above, in aggregate as per Rule 13 of Companies (Audit and Auditor’s) Rules, 2014. 

(c) ₹1 Cr. or above, individually as per Rule 13 of Companies (Accounts) Rules, 2014. 

(d) ₹1 Cr. or above, in aggregate as per Rule 13 of Companies (Accounts) Rules, 2014. 

 

 

 

 

Answers 

1 (b) 5 (c) 9 (a) 13 (d) 17 (b)   

2 (c) 6 (a) 10 (a) 14 (c) 18 (a)   

3 (d) 7 (d) 11 (b) 15 (d) 19 (d)   

4 (a) 8 (c) 12 (b) 16 (a) 20 (a)   

 



 

6.1 

 
 

Audit in an Automated Environment   
 

1 Type of automated environment in which business operations and transactions are initiated, 
processed and recorded immediately on their occurrence.  

(a) Real Time processing 

(b) Batch processing 

(c) Time Sharing processing 

(d) Service Bureau processing 

2 As required by SA 315, auditor is required to obtain an understanding of the entity and its 
environment as a part of Risk Assessment procedure to identify and assess Risk of Material 
Misstatements. Given below is list of certain areas for which auditor generally required 
understanding: 

(i) Applications being used by the entity;  

(ii) IT infrastructure components for each of the application;  

(iii) Organisation structure and governance;  

(iv) Policies, procedures and processes followed;  

(v) IT risks and controls.  

In an automated environment, auditor is required to obtain an understating of: 

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

(b) (iii) and (iv) 

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

(d) (i), (ii), (iii), (iv) and (v) 

3 Which of the following are not general IT controls? 

(a) Controls over data centre and network operations. 

(b) Back-up and recovery. 

(c) Edit checks of input data. 

(d) System software acquisition. 

4 Which of the following are not application controls? 

(a)  Access security. 

(b)  Numerical sequence checks. 

(c)  Edit Checks of Input Data. 

(d)  Reasonable Checks. 

6 
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5 Policies and procedures that relate to many applications and support the effective functioning of 
application controls are known as ____________________.  

(a) General IT Controls 

(b) Application Controls 

(c) IT Dependent Controls 

(d) None of the above 

6 Which of the following is a General IT control? 

(a) IT Environment 

(b) Application Control 

(c) Access Security 

(d) IT Dependent Control 

7 Which of the following is an automated control? 

(a) Program change 

(b) System generated report 

(c) Application control 

(d) Configurations 

8 Application controls are _____________________________ that typically operate at a business process level and 
apply to the processing of individual applications. 

(a) Manual procedures  

(b) Automated procedures  

(c) Manual or Automated procedures  

(d) None of the above 

9 Manual controls that make use of some form of data or information or report produced from IT 
systems and applications are known as: 

(a) General IT Controls 

(b) Automated Application Controls 

(c) IT Dependent Controls 

(d) None of the above 

10 Identify the automated controls from below mentioned cases:   

(a) All changes to the credit limit are approved manually by sales manager.  

(b) Price master configured in the sales master can only be edited by authorised personnel in the system.  

(c) Inventory ageing report is pulled out from the system based on which provisioning is calculated after 
analysing the future demand by the inventory personnel and approved by the controller.  

(d) All invoices are signed by warehouse personnel before the goods are dispatched to the customer. 
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11 Identify the IT Dependent controls: 

1. Price master configured in the sales master can only be edited by authorised personnel in the 
system.  

2. Invoice cannot be booked in SAP in case Purchase orders are not approved.  

3. All invoices are signed by warehouse personnel before the goods are dispatched to the customer.  

4. Inventory ageing report is pulled out from the system based on which provisioning is calculated 
after analysing the future demand by the inventory personnel and approved by the controller.  

5. Credit limit is assigned to the customer and goods cannot be sold in excess of credit limit 
configured in the system.  

6. Ageing report is pulled out from SAP based on which provisioning is calculated by accounting 
personnel and approved by financial controller.  

Correct Answer is: 

(a) 1, 2, 3 and 4 

(b) 2, 3 and 4 

(c) 4 and 6 

(d) 4, 5 and 6 

12 Identify the Automated controls: 

1. Price master configured in the sales master can only be edited by authorised personnel in the 
system.  

2. Invoice cannot be booked in SAP in case Purchase orders are not approved.  

3. Inventory ageing report is pulled out from the system based on which provisioning is calculated 
after analysing the future demand by the inventory personnel and approved by the controller.  

4. All invoices are signed by warehouse personnel before the goods are dispatched to the customer.  

5. Credit limit is assigned to the customer and goods cannot be sold in excess of credit limit 
configured in the system.  

6. All changes to the credit limit are approved manually by sales manager.  

Correct Answer is: 

(a) 1, 2 and 3 

(b) 1, 2 and 4 

(c) 1, 2 and 5 

(d) 1, 2 and 6 

13 Which controls help ensure that transactions occurred are authorised and are completely and 
accurately recorded and processed? 

(a) General IT Controls 

(b) Application Controls 
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(c) IT Dependent Controls 

(d) None of the above 

14 IT dependent controls are: 

(a) Manual Controls 

(b) Automated Controls 

(c) Manual or Automated Controls 

(d) None of the above 

15 Examples of Application controls include the following: 

1. Edit checks and Validation of input data,  

2. Sequence Number checks. 

3. Limit Checks. 

4. Access security. 

5. Application system acquisition, development, and maintenance. 

Correct Answer is: 

(a) 1, 2 and 3 

(b) 1, 2, 3 and 4 

(c) 4 and 5 

(d) 1, 2, 3 and 5 

16 Examples of General IT controls include the following: 

1. Edit checks and Validation of input data,  

2. Sequence Number checks. 

3. Limit Checks. 

4. Access security. 

5. Application system acquisition, development, and maintenance. 

Correct Answer is: 

(a) 1, 2 and 3 

(b) 1, 2, 3 and 4 

(c) 4 and 5 

(d) 1, 2, 3 and 5 

17 Who is mainly responsible for implementation of internal financial controls in a company? 

(a) Auditors 

(b) Directors 

(c) Employees 

(d) Regulators 
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18 Analytical process by which meaning information is generated and prepared from raw system data 
using processes, tools and techniques is known as: 

(a) Substantive Analytical Procedures  

(b) Data Analytics 

(c) Data Monitoring 

(d) Modelling tool 

19 The data analytics methods used in an audit are known as ________________________________. 

(a) Test Data. 

(b) Integrated Test Facility. 

(c) Computer Assisted Auditing Techniques or CAATs. 

(d) Data Base Management System. 

20 Arrange the steps involved in using Data Analytics: 

A Document the results & Report the 
conclusions. 

E Understand Business Environment 
including IT. 

B Apply Criteria on data extracted. F Extract Data 

C Validate and Confirm results G Identify Source and Format of Data 

D Verify, Completeness, accuracy and 
Validity of extracted Data 

H Defines the Objectives and Criteria against 
which subject matter will be evaluated. 

Correct Answer is 

(a) E, H, F, G, B, D, A and C.  

(b) E, H, G, F, D, B, C and A. 

(c) H, G, F, B, E, D, A and C.  

(d) H, G, F, B, E, D, C and A. 

 

Answers 

1 (a) 5 (a) 9 (c) 13 (b) 17 (b)   

2 (d) 6 (c) 10 (b) 14 (a) 18 (b)   

3 (c) 7 (d) 11 (c) 15 (a) 19 (c)   

4 (a) 8 (c) 12 (c) 16 (c) 20 (b)   
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1 Type of automated environment in which business operations and transactions are initiated, 
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(a) Real Time processing 
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2 As required by SA 315, auditor is required to obtain an understanding of the entity and its 
environment as a part of Risk Assessment procedure to identify and assess Risk of Material 
Misstatements. Given below is list of certain areas for which auditor generally required 
understanding: 

(i) Applications being used by the entity;  

(ii) IT infrastructure components for each of the application;  

(iii) Organisation structure and governance;  

(iv) Policies, procedures and processes followed;  
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5 Policies and procedures that relate to many applications and support the effective functioning of 
application controls are known as ____________________.  

(a) General IT Controls 

(b) Application Controls 

(c) IT Dependent Controls 

(d) None of the above 

6 Which of the following is a General IT control? 

(a) IT Environment 

(b) Application Control 

(c) Access Security 

(d) IT Dependent Control 

7 Which of the following is an automated control? 

(a) Program change 

(b) System generated report 
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8 Application controls are _____________________________ that typically operate at a business process level and 
apply to the processing of individual applications. 

(a) Manual procedures  

(b) Automated procedures  

(c) Manual or Automated procedures  

(d) None of the above 

9 Manual controls that make use of some form of data or information or report produced from IT 
systems and applications are known as: 

(a) General IT Controls 

(b) Automated Application Controls 

(c) IT Dependent Controls 

(d) None of the above 

10 Identify the automated controls from below mentioned cases:   

(a) All changes to the credit limit are approved manually by sales manager.  

(b) Price master configured in the sales master can only be edited by authorised personnel in the system.  

(c) Inventory ageing report is pulled out from the system based on which provisioning is calculated after 
analysing the future demand by the inventory personnel and approved by the controller.  

(d) All invoices are signed by warehouse personnel before the goods are dispatched to the customer. 
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11 Identify the IT Dependent controls: 

1. Price master configured in the sales master can only be edited by authorised personnel in the 
system.  

2. Invoice cannot be booked in SAP in case Purchase orders are not approved.  

3. All invoices are signed by warehouse personnel before the goods are dispatched to the customer.  

4. Inventory ageing report is pulled out from the system based on which provisioning is calculated 
after analysing the future demand by the inventory personnel and approved by the controller.  

5. Credit limit is assigned to the customer and goods cannot be sold in excess of credit limit 
configured in the system.  

6. Ageing report is pulled out from SAP based on which provisioning is calculated by accounting 
personnel and approved by financial controller.  

Correct Answer is: 

(a) 1, 2, 3 and 4 

(b) 2, 3 and 4 

(c) 4 and 6 

(d) 4, 5 and 6 

12 Identify the Automated controls: 

1. Price master configured in the sales master can only be edited by authorised personnel in the 
system.  

2. Invoice cannot be booked in SAP in case Purchase orders are not approved.  

3. Inventory ageing report is pulled out from the system based on which provisioning is calculated 
after analysing the future demand by the inventory personnel and approved by the controller.  

4. All invoices are signed by warehouse personnel before the goods are dispatched to the customer.  

5. Credit limit is assigned to the customer and goods cannot be sold in excess of credit limit 
configured in the system.  

6. All changes to the credit limit are approved manually by sales manager.  

Correct Answer is: 

(a) 1, 2 and 3 

(b) 1, 2 and 4 

(c) 1, 2 and 5 

(d) 1, 2 and 6 

13 Which controls help ensure that transactions occurred are authorised and are completely and 
accurately recorded and processed? 

(a) General IT Controls 

(b) Application Controls 
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(c) IT Dependent Controls 

(d) None of the above 

14 IT dependent controls are: 

(a) Manual Controls 

(b) Automated Controls 

(c) Manual or Automated Controls 

(d) None of the above 

15 Examples of Application controls include the following: 

1. Edit checks and Validation of input data,  

2. Sequence Number checks. 

3. Limit Checks. 

4. Access security. 

5. Application system acquisition, development, and maintenance. 

Correct Answer is: 

(a) 1, 2 and 3 

(b) 1, 2, 3 and 4 

(c) 4 and 5 

(d) 1, 2, 3 and 5 

16 Examples of General IT controls include the following: 

1. Edit checks and Validation of input data,  

2. Sequence Number checks. 

3. Limit Checks. 

4. Access security. 

5. Application system acquisition, development, and maintenance. 

Correct Answer is: 

(a) 1, 2 and 3 

(b) 1, 2, 3 and 4 

(c) 4 and 5 

(d) 1, 2, 3 and 5 

17 Who is mainly responsible for implementation of internal financial controls in a company? 

(a) Auditors 

(b) Directors 

(c) Employees 

(d) Regulators 
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18 Analytical process by which meaning information is generated and prepared from raw system data 
using processes, tools and techniques is known as: 

(a) Substantive Analytical Procedures  

(b) Data Analytics 

(c) Data Monitoring 

(d) Modelling tool 

19 The data analytics methods used in an audit are known as ________________________________. 

(a) Test Data. 

(b) Integrated Test Facility. 

(c) Computer Assisted Auditing Techniques or CAATs. 

(d) Data Base Management System. 

20 Arrange the steps involved in using Data Analytics: 

A Document the results & Report the 
conclusions. 

E Understand Business Environment 
including IT. 

B Apply Criteria on data extracted. F Extract Data 

C Validate and Confirm results G Identify Source and Format of Data 

D Verify, Completeness, accuracy and 
Validity of extracted Data 

H Defines the Objectives and Criteria against 
which subject matter will be evaluated. 

Correct Answer is 

(a) E, H, F, G, B, D, A and C.  

(b) E, H, G, F, D, B, C and A. 

(c) H, G, F, B, E, D, A and C.  

(d) H, G, F, B, E, D, C and A. 

 

Answers 

1 (a) 5 (a) 9 (c) 13 (b) 17 (b)   

2 (d) 6 (c) 10 (b) 14 (a) 18 (b)   

3 (c) 7 (d) 11 (c) 15 (a) 19 (c)   
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Company Audit 
 
 

10.1 – Appointment, Removal, Eligibility, Disqualifications, Powers and Duties of Company Auditor 

1 Auditor appointed at AGM shall hold the office from the conclusion of that AGM till the conclusion of 
__________. 
(a) Sixth AGM   
(b) Next AGM   
(c) Fifth AGM   
(d) Tenth AGM 

2 An Individual auditor of a Listed company who has completed his term shall not be eligible for re-
appointment as auditor in the same company for __________ years from the conclusion of his term.  
(a) 2    
(b) 3    
(c) 5    

(d) 10 

3 Which of the following company shall not appoint an audit firm as auditor for more than two terms of 
five consecutive years: 
(a) Unlisted Public company having Turnover of Rs. 10 Cr. or more. 
(b) Unlisted Public company having Turnover of Rs. 20 Cr. or more. 
(c) Unlisted Public company having Paid up share capital of Rs. 10 Cr. or more. 
(d) Unlisted Public company having Paid up share Capital of Rs. 20 Cr. or more. 

4 Subsequent auditor in case of Government Company shall be appointed within ______________ from the 
commencement of the financial year. 
(a) 30 days  
(b) 90 days   
(c) 120 days    
(d) 180 days 

5 First auditor shall hold office till conclusion of _____________________. 
(a) First AGM   
(b) Sixth AGM   
(c) Next AGM   
(d) Second AGM.  

6 Casual vacancy in the office of an auditor, shall be filled by the Board of Directors within ________________. 
(a) 30 days   
(b) 60 days    

10 
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(c) 90 days    
(d) 120 days 

7 Which of the following statement is correct? 

(a) Casual Vacancy in case of resignation of auditor shall be filled by Board of Directors within 90 days. 

(b) Casual Vacancy in case of Government company shall be filled by Central Govt. within 90 days. 

(c) Casual Vacancy means a vacancy arises after completion of the tenure. 

(d) None of the Above 

8 Which of the following statement is correct? 

(a) Where at any AGM, no auditor is appointed or re-appointed, it amounts to casual vacancy and will be 
filled by Board of Directors. 

(b) Where at any AGM, no auditor is appointed or re-appointed, it amounts to casual vacancy and will be 
filled by Central Government. 

(c) Where at any AGM, no auditor is appointed or re-appointed, it amounts to casual vacancy and will be 
filled by members in EGM. 

(d) None of the above. 

9 The Auditor appointed under section 139 of Companies Act 2013 may be removed from his office 
before the expiry of his term by _______________________. 

(a) Ordinary Resolution     

(b) Special resolution    

(c) Board Resolution     

(d) None of the Above  

10 The application for removal of auditor before expiry of his term shall be made to Central Govt. within 
30 days of _______________________________.  

(a) Ordinary Resolution      

(b) Special resolution    

(c) Board Resolution      

(d) None of the Above  

11 In case of removal of auditor before expiry of his term, the company shall hold the _____________________ 
within 60 days of receipt of approval of the Central Government for passing the ____________________________.  

(a) General Meeting, Ordinary Resolution   

(b) Board Meeting, Special Resolution  

(c) General Meeting, Special Resolution   

(d) Board Meeting, Board Resolution 

12 The auditor who has resigned from the company shall file within a period of _____________ from the date 
of resignation, a statement in the Form _________________.  

(a) 30 days, ADT-1     

(b) 30 Days, ADT-3   

(c) 60 days, ADT-1     

(d) 60 days, ADT-3 
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13 To appoint as auditor, a person other than a retiring auditor, who is eligible for reappointment,  
____________________ is required.  
(a) Approval of Central Government   
(b) Special Notice 
(c) Approval of CAG     
(d) Ordinary Resolution  

14 Which of the following is qualified to be appointed as auditor of the company? 
(a) A person whose relative is holding security of the company of face value exceeding Rs. 1 Lac.  
(b) A person whose relative is holding security of the company of market value exceeding Rs. 1 Lac.  
(c) A person whose relative is holding security of the company of face value not exceeding Rs. 1 Lac.  
(d) A person whose relative is holding security of the company of market value not exceeding Rs. 1 Lac.  

15 A person is disqualified to be appointed as auditor of the company if he himself or his relative or 
partner is indebted to the company for an amount exceeding Rs. ________________. 

(a) One Lac   
(b) Two Lacs    
(c) Five Lacs    
(d) Ten Lacs 

16 A person is disqualified to be appointed as auditor of the company if he himself or his relative or 
partner has given any guarantee in connection with the indebtedness of any third person to the 
company for an amount exceeding Rs. ________________. 
(a) One Lac   
(b) Two Lacs    
(c) Five Lacs    
(d) Ten Lacs 

17 A person is disqualified to be appointed as auditor of a company if he has been convicted by a court of 
an offence involving fraud and a period of _______________ years has not elapsed from the date of such 
conviction.  
(a) 2 Years    
(b) 5 Years    
(c) 7 Years    
(d) 10 Years  

18 A person is disqualified to be appointed as auditor of a company if such person as at date of such 
appointment holding appointment of more than _______________________ companies.  
(a) 10     
(b) 15     
(c) 20     
(d) 30  

19 The remuneration of first auditor appointed by members of the company shall be fixed by ______________. 
(a) Company    
(b) Board of Directors   
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(c) Central Government   
(d) CAG 

20 Which of the following is correct? 
(a) Remuneration of auditor shall in addition to the fees payable include expenses, if any incurred by the 

auditor in connection with the audit of the company.  
(b) Remuneration does not include any remuneration paid to auditor for any other service rendered by him 

at the request of the company.  
(c) Both of the Above 
(d) None of the Above.  

21 In addition to listed companies, which of the following companies are required to constitute audit 
committee: 
(a) Public Companies with a paid-up capital of Rs. 10 Cr. or more. 
(b) Private Companies with a paid-up capital of Rs. 20 Cr. or more. 
(c) Both of the Above. 
(d) None of the Above. 

22 In which of the following cases, appointment of auditor shall be made after taking into account the 
recommendations of audit committee: 
(a) Appointment of Subsequent Auditor. 
(b) Filling of Casual vacancies. 
(c) Re-Appointment of Retiring Auditor.  
(d) All of the above.  

23 Every auditor of a company shall have a right of access at all times to _______________________________ of the 
company whether kept at the registered office of the company or at any other place.  
(a) Books and Accounts     
(b) Books and Papers 
(c) Books of Accounts and Vouchers 
(d) Statutory registers 

24 Auditor is required to inquire which of the following matters under Section 143(1): 
(a) Sale of Shares and debentures at a price less than purchase amount by a banking company. 
(b) Sale of Shares and debentures at a price less than purchase amount by an investment company. 
(c) Sale of Fixed Assets and Inventory at a price less than purchase amount by a non - banking company. 
(d) Sale of Shares and debentures at a price less than purchase amount by a non-banking company. 

25 Auditor is required to inquire which of the following matters under Section 143(1): 
(a) Charging of personal expenses to revenue account. 
(b) Charging of capital expenses to revenue account. 

(c) Charging of Provisions to revenue account. 
(d) Charging of Depreciation to revenue account. 

26 Which of the following statements is correct? 
(a) Reporting on propriety matters u/s 143(1) is required if the auditor finds answer to any of the matters in 

positive. 
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(b) Reporting on propriety matters u/s 143(1) is required if the auditor finds answer to any of the matters in 
negative. 

(c) Reporting on propriety matters u/s 143(1) is required in every case irrespective of auditor’s 
observations. 

(d) Reporting on propriety matters u/s 143(1) is not the duty of auditor, it is the duty of management. 

27 Under Section 143(2) auditor is required to make a report to the members of the company on the 
following: 
(a) Accounts Examined by him 
(b) Financial statement laid before the company in general Meeting.  
(c) Both of the above. 
(d) None of the Above 

28 Under Section 143(3), auditor is required to report on following 
1. Whether loans and advances made by the company have been shown as deposits. 
2. Whether transactions represented by book entries are prejudicial. 
3. Whether any director is disqualified from being appointed as director u/s 164(2) 
4. Whether financial statements comply with the accounting Standards.  
Correct answer is: 

(a) 1 & 2 
(b) 3 & 4 
(c) 1 & 3 
(d) 1, 2, 3 & 4  

29 CAG shall within ____________________ from the date of receipt of the audit report have a right to conduct a 
supplementary audit. 
(a) 30 days 
(b) 45 days 
(c) 60 days 
(d) 90 days 

30 As per Sec. 143(9) of Companies Act 2013, every auditor shall comply with________________. 
(a) Accounting Standards 
(b) Auditing Standards 
(c) Engagement Standards 
(d) Accounting and Auditing Standards 

31 Under Section 143(12) of Companies Act 2013, if an auditor of a company in the course of the 
performance of his duties as auditor, has reason to believe that an offence involving fraud is being or 
has been committed against the ______________________________________ he shall immediately report the matter 
to the __________________________.  
(a) company by officers or employees of the company; Registrar of Companies  
(b) officers or employees of the company by directors; Central Government  
(c) company by officers or employees of the company; Central Government  
(d) officers or employees of the company by directors; Registrar of Companies  
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32 If the auditor does not report u/s 143(2) with respect to fraud, he shall be punishable with fine 
ranging from:  
(a) Rs. 1 Lac to Rs. 10 Lac 
(b) Rs. 1 Lac to Rs. 25 Lac 
(c) Rs. 5 Lacs to Rs. Rs. 10 Lacs 
(d) Rs. 5 Lacs to Rs. 25 Lacs. 

33 Report u/s 143(12) with respect to fraud shall be sent to  
(a) Registrar of Companies  
(b) Company Law Board  
(c) Secretary, Ministry of Home affairs 
(d) None of the above. 

34 The Audit Committee or the Board of Directors, are required to give their reply over the report of 
auditor in relation to fraud noticed by the auditor, within __________________. 

(a) 15 days 
(b) 30 days 
(c) 45 days 
(d) 60 days 

35 Report u/s 143(12) shall be in the form of a statement as specified in ___________________. 
(a) ADT-1 
(b) ADT-2 
(c) ADT-3 
(d) ADT-4 

36 An auditor appointed under Companies Act 2013, shall provide only such other services as are 
approved by ______________________. 
(a) Board of Directors 
(b) Central Government 
(c) Board of Directors or the Audit Committee 
(d) Registrar of Companies 

37 Auditor appointed under Companies Act 2013 cannot render which of the following services: 
(a) Actuarial Services 
(b) Tax Audit 

(c) Review of Interim Financial Statements  
(d) Examination of Prospective Financial Statements 

38 Which of the following statement is correct? 
(a) Communication relating to General meeting need not be forwarded to the auditor of the company. 
(b) Auditor has discretion to attend the general meeting.  
(c) Auditor shall have a right to be heard at general meeting. 
(d) None of the above  

39 The auditor shall attend _________________________ any general meeting. 
(a) himself 
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(b) through his authorised representative. 
(c) either by himself or through his authorised representative. 
(d) at his discretion 

40 Right of Lien refers to _____________________________. 
(a) Right for lawful possession of somebody’s else property. 
(b) Right of access to records of the company. 

(c) Right to obtain necessary information and explanation. 
(d) Right of access to records of subsidiary companies. 

41 Right of lien can be exercised for _____________________. 
(a) Non-payment of statutory dues 
(b) Non-payment of fees by the client. 
(c) Both of the above  
(d) None of the above. 

42 CA. X is a partner in M/s AB & Associates and M/s MN & Associates simultaneously. M/s AB & 
Associates has completed its tenure of 10 years as an auditor in XYZ Ltd. immediately preceding the 
current financial year. It may be noted that the provisions for applicability of rotation of auditors are 
applicable to XYZ Ltd. Now, the company wants to appoint M/s MN & Associates as auditor for 5 years. 
(a) M/S MN & Associates cannot be appointed as auditor being not eligible u/s 141(3) of Companies Act, 

2013. 
(b) M/S MN & Associates cannot be appointed as auditor being not eligible as per Rule 6 of Companies 

(Audit & Auditor’s) Rules, 2014. 
(c) M/S MN & Associates cannot be appointed as auditor being not eligible as per proviso to Sec. 139(2) of 

Companies Act, 2013. 
(d) M/S MN & Associates cannot be appointed as auditor being not eligible u/s 141(1) of Companies Act, 

2013. 

43 ABC Pvt. Ltd., a new company, incorporated on 01.07.2018 is engaged in the manufacturing business. 
On 30.07.2018, the Managing Director of ABC Pvt. Ltd. himself appointed CA Mohan, as the first auditor 
of the company. 
(a) Appointment of Mr. Mohan is invalid as first auditor of a company can be appointed by members of the 

company as per Sec. 139(6) of Companies Act, 2013.  
(b) Appointment of Mr. Mohan is invalid as first auditor of a company can be appointed by Board of 

Directors as per Sec. 139(6) of Companies Act, 2013.  
(c) Appointment of Mr. Mohan is invalid as first auditor of a company can be appointed by members of the 

company as per Sec. 139(1) of Companies Act, 2013.  
(d) Appointment of Mr. Mohan is invalid as first auditor of a company can be appointed by Board of 

Directors as per Sec. 139(1) of Companies Act, 2013.  

44 KM Pvt. Ltd., engaged in the manufacturing business of Silk Shirts, is a newly incorporated company 
dated 01.09.2018. On 28.09.2018, the members of KM Pvt. Ltd. themselves appointed CA Raj, a 
renowned practitioner, as the first auditor of the company opposing that Board is not authorised to 
appoint the auditor.                  
(a) Appointment of CA. Raj is valid as first auditor of a company can be appointed by members of the 

company as per Sec. 139(6) of Companies Act, 2013. 
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(b) Appointment of CA. Raj is invalid as first auditor of a company within 30 days of incorporation of 
company can be appointed by CAG as per Sec. 139(6) of Companies Act, 2013. 

(c) Appointment of CA. Raj is valid as first auditor of a company can be appointed by members of the 
company as per Sec. 139(1) of Companies Act, 2013. 

(d) Appointment of CA. Raj is invalid as first auditor of a company within 30 days of incorporation of 
company can be appointed by Board of Directors as per Sec. 139(6) of Companies Act, 2013. 

45 KM Ltd., a Government company is incorporated on 01.09.2018. On 28.09.2018, the Board of Directors 
themselves appointed CA Raj, a renowned practitioner, as the first auditor of the company. 
(a) Appointment of CA. Raj is invalid as first auditor of a government company within 30 days of 

incorporation of company can be appointed by Central Government as per Sec. 139(7) of Companies Act, 
2013. 

(b) Appointment of CA. Raj is invalid as first auditor of a government company within 60 days of 
incorporation of company can be appointed by Central Government as per Sec. 139(7) of Companies Act, 
2013. 

(c) Appointment of CA. Raj is invalid as first auditor of a government company within 30 days of 
incorporation of company can be appointed by CAG as per Sec. 139(7) of Companies Act, 2013. 

(d) Appointment of CA. Raj is invalid as first auditor of a government company within 60 days of 
incorporation of company can be appointed by CAG as per Sec. 139(7) of Companies Act, 2013. 

46 PQR Company Ltd. removed their first auditor by passing a resolution in the meeting of the Board of 
Directors for his removal without obtaining prior approval from the Central Government. 
(a) Removal is valid as approval of Central Government is not required in case of first auditor. 
(b) Removal is not valid as approval of Central Government is not obtained. 
(c) Removal is not valid as first auditor of a company cannot be removed. 
(d) Removal is not valid as first auditor can be removed by Audit Committee. 

47 “Mr. A”, a practicing Chartered Accountant, is holding securities of “XYZ Ltd.” having face value of Rs. 
90000/-. XYZ Ltd. wants to appoint Mr. B, partner of Mr. A as its auditor. Mr. B does not hold any 
securities in the company. 
(a) Mr. B is not eligible for appointment as an Auditor of “XYZ Ltd” as his partner holds securities of the 

company. 
(b) Mr. B is eligible for appointment as an Auditor of “XYZ Ltd” as the value of securities hold by his partner is 

less than ₹1 Lac. 
(c) Mr. B is eligible for appointment as an Auditor of “XYZ Ltd” as he do not hold any securities of the 

company. 
(d) Mr. B not eligible for appointment as an Auditor of “XYZ Ltd” as his partner holds securities of the 

company exceeding Rs. 1,000. 

48 Mr. B, a partner of Mr. A held shares of face value of Rs. 1,05,000 in DEF Ltd., the holding company of 
ABC Ltd. Mr. B has sold the securities after a period of 45 days from the date of appointment of Mr. A as 
an auditor of ABC Ltd. 
(a) Appointment of Mr. A in ABC Ltd. as auditor is valid as his partner Mr. B sold the securities within 60 

days of appointment of Mr. A. 
(b) Appointment of Mr. A in ABC Ltd. as auditor is valid as shareholding of Mr. B in the holding company of 

ABC Ltd. is of no relevance. 
(c) Appointment of Mr. A in ABC Ltd. as auditor is invalid as his partner Mr. B hold shares in the holding 

company of ABC Ltd. at the time of appointment.  
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(d) Appointment of Mr. A in ABC Ltd. as auditor is invalid as his partner Mr. B hold shares in the holding 
company of ABC Ltd. in excess of ₹1 Lac.  

49 Mrs. A, wife of Mr. A had given a financial guarantee for the principal amount of a debt owed by Mr. X to 
ABC Ltd. for Rs. 6 lakhs. Mr. X has repaid Rs. 5 lakhs to ABC Ltd. 2 days before the date of appointment 
of Mr. A as an auditor of the company. 
(a) Appointment of Mr. A in ABC ltd. is not valid as his wife has given guarantee to ABC Ltd. for an amount in 

excess of ₹1 Lac.  
(b) Appointment of Mr. A in ABC ltd. is not valid as his wife has given guarantee to ABC Ltd. for an amount in 

excess of ₹5 Lac.  
(c) Appointment of Mr. A in ABC ltd. is valid as the outstanding amount of guarantee given by his wife at the 

time of appointment does not exceed ₹1 Lac.  
(d) Appointment of Mr. A in ABC ltd. is valid as guarantee given by the relative of the auditor is of no 

relevance.                              

50 As per Sec. 141(3)(g) of the Companies Act, 2013, a person shall not be eligible for appointment as an 
auditor if he is in full time employment elsewhere or a person or a partner of a firm holding 
appointment as its auditor, if such persons or partner is at the date of such appointment or 
reappointment holding appointment as auditor of more than twenty (20) Companies, other than one-
person company, dormant companies, small companies and private companies having paid up capital 
_______________________.  
(a) ₹100 Crores, which has not committed default in filing its financial statements under section 137 or 

annual return under section 92 of the Companies Act with the Registrar. 
(b) less than ₹100 Crores, which has not committed default in filing its financial statements under section 

137 or annual return under section 92 of the Companies Act with the Registrar. 
(c) less than ₹100 Crores, which has not committed default in filing its financial statements under section 92 

or annual return under section 137 of the Companies Act with the Registrar. 

(d) ₹100 Crores, which has not committed default in filing its financial statements under section 92 or 
annual return under section 137 of the Companies Act with the Registrar. 

51  Which of the following is true? 
(a) Where at any AGM, no auditor is appointed or re-appointed, the existing auditor shall continue be the 

auditor of the company. 
(b) If the auditor appointed at the AGM refuses to accept the same, the Company can appoint another person 

by holding General Meeting. 
(c) If appointment of a person as an auditor is void-ab-initio, it should be treated as a casual vacancy.  
(d) An auditor can be appointed as first auditor of a newly formed company simply because his name has 

been stated in the Articles of Association. 

52 As per proviso to Sec. 140(5) of Companies Act, 2013, if the application is made by the Central 
Government and the Tribunal is satisfied that any change of the auditor is required, it shall within 
______________ of receipt of such application, make an order that he shall not function as an auditor and 
the _________________ may appoint another auditor in his place. 

(a) 15 days, Tribunal 
(b) 15 days, Central Government 
(c) 30 days, Tribunal 
(d) 30 days, Central Government 
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53 As per proviso to Sec. 140(5) of Companies Act, 2013, an auditor, whether individual or firm, against 
whom final order has been passed by the Tribunal under this section shall not be eligible to be 
appointed as an auditor of ________________ for a period of _______________ from the date of passing of the 
order. 
(a) any company, 5 years 
(b) same company, 5 years 
(c) any company, 10 years 
(d) same company, 10 years 

54 Sec. 143(3)(i) of Companies Act, 2013 requires the auditor to report, whether the company has 
adequate internal financial controls with reference to financial statements in place and the operating 
effectiveness of such controls. This reporting is not required in case of private companies: 
(a) which is a one person company or a small company. 
(b) which has turnover less than ₹50 crores as per latest audited financial statement or which has aggregate 

borrowings from banks or financial institutions or any body corporate at any point of time during the 
financial year less than ₹25 Cr. 

(c) which has turnover less than ₹25 crores as per latest audited financial statement and which has 
aggregate borrowings from banks or financial institutions or any body corporate at any point of time 
during the financial year less than ₹50 Cr. 

(d) which has turnover less than ₹100 crores as per latest audited financial statement and which has 
aggregate borrowings from banks or financial institutions or any body corporate at any point of time 
during the financial year less than ₹50 Cr. 

55 Sec. 143(3)(i) of Companies Act, 2013 requires the auditor to report, whether the company has 
adequate internal financial controls with reference to financial statements in place and the operating 
effectiveness of such controls. This reporting is not required in case of private companies: 
(a) which has turnover less than ₹50 crores as per latest audited financial statement or which has aggregate 

borrowings from banks or financial institutions or any body corporate at any point of time during the 
financial year less than ₹25 Cr. 

(b) which has turnover less than ₹25 crores as per latest audited financial statement and which has aggregate 
borrowings from banks or financial institutions or any body corporate at any point of time during the 
financial year less than ₹50 Cr. 

(c) which has turnover less than ₹100 crores as per latest audited financial statement and which has 
aggregate borrowings from banks or financial institutions or any body corporate at any point of time 
during the financial year less than ₹50 Cr. 

(d) which has turnover less than ₹50 crores as per latest audited financial statement and which has aggregate 
borrowings from banks or financial institutions or any body corporate at any point of time during the 
financial year less than ₹25 Cr. 

56 As per Sec. 143(6) of Companies Act, 2013, the Comptroller and Auditor General of India shall within 
____________ days from the date of receipt of the audit report have a right to, conduct a __________________ of 
the _________________________ of the company by such person or persons as he may authorise in this behalf. 
(a) 60 days, Supplementary Audit, books of account 
(b) 60 days, Supplementary Audit, financial statements 
(c) 60 days, Test Audit, books of accounts 
(d) 90 days, Test Audit, financial statements 
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57 As per Sec. 143(8) of Companies Act, 2013, where the branch office of a company is situated in a 
country outside India, the accounts of the branch office shall be audited  
(a) only by the company’s auditor.  
(b) only by a person duly qualified to act as an auditor of the accounts of the branch office in accordance 

with the laws of that country. 
(c) either by the company’s auditor or by an accountant or by any other person duly qualified to act as an 

auditor of the accounts of the branch office in accordance with the laws of that country. 
(d) either by the company’s auditor or by a cost accountant or by any other person duly qualified to act as an 

auditor of the accounts of the branch office in accordance with the laws of that country. 

58 As per Sec. 143(12) of 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. The amount prescribed for this purpose is _________________. 
(a) Individually ₹1 Cr. or above 
(b) Individually above ₹1 Cr.  
(c) ₹1 Cr. or above in aggregate. 
(d) above ₹1 Cr. in aggregate. 

59 Reporting of fraud to Central Government required under Section 143(12) of Companies Act, 2013 
read with Rule 13 of Companies (Audit & Auditor’s) Rules, 2014 shall be in the form of a statement as 
specified in ________________ and sent to ___________________________________.  
(a) Form ADT-3; Secretary, Institute of Chartered Accountants of India.  
(b) Form ADT-4; Secretary, Ministry of Corporate Affairs 
(c) Form ADT-4; Secretary, Ministry of Law and Justice  
(d) Form ADT-3; Secretary, Indian Institute of Corporate Affairs 

60 As per Sec. 143(15) of Companies Act, 2013, if any auditor, cost accountant or company secretary in 
practice do not comply with the provisions of Sec. 143(12), he shall be punishable with fine which shall 
not be less than _____________ but which may extend to _________________ 
(a) ₹1 lac; ₹25 Lacs. 
(b) ₹5 lac; ₹25 Lacs. 
(c) ₹1 lac; ₹5 Lacs. 
(d) ₹1 lac; ₹10 Lacs. 

61 As per Section 144 of the Companies Act, 2013, auditor appointed under this Act cannot render certain 
services to the company. Which of the following service is not covered in the services prescribed u/s 
144? 
(a) Investment Banking Services  
(b) Investment Advisory Services  
(c) Design and implementation of any Operational information system. 
(d) rendering of outsourced financial services 

62 As per Section 144 of the Companies Act, 2013, auditor appointed under this Act cannot render certain 
services to the company, whether such services are rendered directly or indirectly. For the purposes of 
this section, the term “directly or indirectly” shall include rendering of services by the auditor, in case 
of auditor being an individual, either himself or through _________________________.  
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(a) his partner or any other person connected or associated with such individual or through any other entity, 
whatsoever, in which such individual has significant influence or control, or whose name or trade mark 
or brand is used by such individual. 

(b) his relative or any other person connected or associated with such individual or through any other entity, 
whatsoever, in which such individual has significant influence or control, or whose name or trade mark 
or brand is used by such individual. 

(c) his relative or any other person connected or associated with such individual or through any other entity, 
whatsoever, in which such individual may or may not have significant influence or control, or whose 
name or trade mark or brand is used by such individual. 

(d) his relative or any other person connected or associated with such individual or through any other entity, 
whatsoever, in which such individual has significant influence or control, or whose name or trade mark 
or brand may or may not use by such individual. 

63 As per Section 144 of the Companies Act, 2013, auditor appointed under this Act cannot render certain 
services to the company or its ________________________.  

(a) holding company or subsidiary company. 

(b) holding company, subsidiary company or associate company. 
(c) holding company, subsidiary company, associate company or another subsidiary of holding company.  

(d) holding company, subsidiary company, associate company, another subsidiary of holding company or 
subsidiary of associate company.  

64 As per Sec. 147 of the Companies Act, 2013, if any of the provisions of sections 139 to 146 (both 
inclusive) is contravened, the company shall be punishable with fine which shall not be less than 
____________________ but which may extend to ____________________.  

(a) ₹25,000; ₹5 Lacs. 

(b) ₹10,000; ₹1 Lac. 

(c) ₹50,000; ₹25 Lacs. 

(d) ₹25,000; ₹1 Lac. 

65 As per Sec. 147 of the Companies Act, 2013, if any of the provisions of sections 139 to 146 (both 
inclusive) is contravened, every officer of the company who is in default shall be punishable with 
imprisonment for a term which may extend to ____________ or with fine which shall not be less than -
_____________ but which may extend to _______________ or with both. 

(a) 1 year; ₹25,000; ₹5 Lacs. 

(b) 1 year; ₹10,000; ₹1 Lac. 
(c) 3 years; ₹25,000; ₹5 Lacs. 

(d) 3 years; ₹10,000; ₹1 Lac. 

66 As per Sec. 147 of the Companies Act, 2013, if an auditor of a company contravenes any of the 
provisions of Sec. 139, Sec. 143, Sec. 144 or Sec. 145, the auditor shall be punishable with fine which 
shall not be less than __________ but which may extend to _________________.  

(a) ₹25,000; ₹5 Lacs or five times the remuneration of auditor whichever is less. 

(b) ₹25,000; ₹5 Lacs or five times the remuneration of auditor whichever is more.  

(c) ₹25,000; ₹5 Lacs or four times the remuneration of auditor whichever is less. 

(d) ₹25,000; ₹5 Lacs or four times the remuneration of auditor whichever is more. 
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67 For the purposes of Section 148(1) of the Companies Act, 2013, the specified class of companies, 
including foreign companies, engaged in the production of the goods or providing services, having an 
overall turnover from all its products and services of ______________________________, shall include cost 
records for such products or services in their books of account. 

(a) ₹35 Cr. or more during the immediately preceding financial year. 

(b) ₹35 Cr. or more during the financial year. 

(c) More than ₹35 Cr. during the immediately preceding financial year. 

(d) More than ₹35 Cr. during the financial year. 

68 Sec. 143(1) of Companies Act, 2013 requires the auditor to inquire into certain matters of propriety 
matters. Which of the following matter is not covered in Sec. 143(1)? 

(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 loans and advances made by the company have been shown as deposits; 

(c) Whether the company has granted any loans, secured or unsecured to companies, firms, LLPs or other 
parties covered in the register maintained under section 189 of the Act. If so, whether the schedule of 
repayment of principal and payment of interest has been stipulated and whether the repayments or 
receipts are regular.  

(d) Where it is stated in the books and documents of the company that any shares have been allotted for 
cash, whether cash has actually been received in respect of such allotment 

69 As per Sec. 143(3) of Companies Act, 2013, the auditor report shall also state certain matters. Which of 
the following is not covered in reporting u/s 143(3)? 

(b) whether any director is disqualified from being appointed as a director under sub-section (2) of section 
164. 

(c) whether maintenance of cost records has been specified by the Central Government u/s 148(1) of the 
companies act, 2013 and whether such accounts and records have been so made and maintained. 

(d) whether the company’s balance sheet and profit and loss account dealt with in the report are in 
agreement with the books of account and returns. 

(e) whether the company has adequate internal financial controls with reference to financial statements in 
place and the operating effectiveness of such controls 

70 As per Rule 11 of Companies (Audit & Auditor’s) Rules, 2014, the auditor’s report shall also include 
auditor’s views and comments on certain matters. Which of the following is covered in Rule 11? 

(a) Whether moneys raised by way of initial public offer or further public offer (including debt instruments) 
and term loans were applied for the purposes for which those are raised.  

(b) Whether any fraud by the company or any fraud on the Company by its officers/employees has been 
noticed or reported during the year; If yes, the nature and the amount involved is to be indicated. 

(c) Whether the company has entered into any non-cash transactions with directors or persons connected 
with him and if so, whether provisions of Section 192 of Companies Act, 2013 have been complied with. 

(d) whether there has been any delay in transferring amounts, required to be transferred, to the Investor 
Education and Protection Fund by the company. 
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71 ABC & Co. is a firm of Chartered Accountants has three partners, A, B & C. The firm is holding audit of 
55 companies which include 10 small companies, 5 government public companies, 5 listed companies, 
5 OPC, 15 public companies and 15 private companies having paid up capital more than ₹100 crores. 
Firm has been offered the appointment as auditors of 30 companies. Of the 30 companies, 5 are 
private companies having paid up capital of each company is below ₹100 crores and the remaining 25 
companies are public companies.  
(a) Firm can accept audit of all 30 companies. 
(b) Firm can accept audit of 25 companies including 5 private companies.  
(c) Firm can accept audit of 20 companies including 5 private companies.  
(d) Firm can accept audit of 15 companies including 5 private companies.  

72 As per Sec. 143(3)(f) of Companies Act, 2013, auditor’s report shall also state” the observations or 
comments of the auditors on financial transactions or matters which have any adverse effect on the 
functioning of the company”. The word “observations or comments” as used in the clause (f) refers to: 
(a) EOM Paragraphs and the situations leading to modification in the auditor’s report. 
(b) Key Audit matters communicated in the audit report. 
(c) Matters covered under Sec. 143(1) relating to propriety aspects. 
(d) Material uncertainty as to going concern which requires a separate section in the audit report titled 

“Material uncertainty relating to Going concern”.   

73 If the auditor has contravenes provisions of Sec. 139, 143, 144 or Sec. 145, knowingly or willfully with 
the intention to deceive the company or its shareholders or creditors or tax authorities, the auditor 
shall be punishable with imprisonment which may extend to ______________________ and with fine ranging 
from ________________________. 
(a) one year; Rs. 25,000 – Rs. 5,00,000 
(b) five years; Rs. 1,00,000 to lower of Rs. 25,00,000 or 8 times of remuneration 
(c) one years; Rs. 50,000 to lower of Rs. 25,00,000 or 8 times of remuneration 
(d) five years; Rs. 50,000 – Rs. 25,00,000 

74 The auditor who has resigned from the company shall file within a period of 30 days from the date of 
resignation, a statement in the Form ADT-3 with the company and the Registrar. If the auditor does not 
comply with requirement of Sec. 140(2), he or it shall be punishable with fine of  
(a) ₹50,000 or the remuneration of the auditor, whichever is less, but it may extend to ₹5 Lacs. 
(b) ₹50,000 or the remuneration of the auditor, whichever is higher, but it may extend to ₹5 Lacs. 
(c) ₹50,000 or two times of the remuneration of the auditor, whichever is less, but it may extend to ₹5 Lacs. 
(d) ₹50,000 or two times of the remuneration of the auditor, whichever is higher, but it may extend to ₹5 

Lacs. 

75 As per Sec. 143(12) of 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. The amount so prescribed is  
(a) ₹1 Cr. or above, individually as per Rule 13 of Companies (Audit and Auditor’s) Rules, 2014. 
(b) ₹1 Cr. or above, in aggregate as per Rule 13 of Companies (Audit and Auditor’s) Rules, 2014. 
(c) ₹1 Cr. or above, individually as per Rule 13 of Companies (Accounts) Rules, 2014. 
(d) ₹1 Cr. or above, in aggregate as per Rule 13 of Companies (Accounts) Rules, 2014. 
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76 As per Sec. 146 of Companies Act, 2013, ________________________________________ mentioned in the auditor’s 
report shall be read before the company in general meeting and shall be open to inspection by any 
member of the company.  
(a) the qualifications, observations or comments on financial transactions or matters, which have any 

adverse effect on the functioning of the company. 
(b) any qualification, reservation or adverse remark relating to the maintenance of accounts and other 

matters connected therewith. 
(c) any operating effectiveness of internal financial controls with reference to financial statements. 
(d) director’s disqualifications u/s 164(2) of Companies Act, 2013. 

77 The turnover criteria for applicability of Companies (Cost Records and Audit) Rules, 2014 is  
(a) at the end of immediately preceding financial year.  
(b) at the end of the financial year.  
(c) average of 3 preceding financial year 
(d) when the company achieves the turnover during the current financial year. 

78 A cost auditor submits his report to  
(a) Government  
(b) Shareholders  
(c) Statutory Auditor  
(d) Board of Directors 

79 CA Mr. X was indebted to ABC Ltd. for a sum of ₹5,50,000 as on 01.04.2018. However, Mr. X having 
come to know that he might be appointed as auditor of the company, he squared up the amount on 
10.7.2018. Later on, he was appointed as an auditor of the company for the year ended 31.3.2019 at 
the Annual General Meeting held on 16.07.2018. Subsequently, one of the shareholders complains that 
the appointment of Mr. X as an auditor is invalid because he incurred disqualification under section 
141 of the Companies Act, 2013. 
(a) Appointment of Mr. X is not valid as he is disqualified u/s 141(3) as at the beginning of the year for which 

he was appointed as auditor. 
(b) Appointment of Mr. X is not valid as he is disqualified u/s 143(3) of Companies Act, 2013. 
(c) Appointment of Mr. X is valid as he settles his indebtedness before the appointment.  
(d) Appointment of Mr. X will be treated as valid only when special resolution was passed in this regard. 

80 Clause (i) of Sec. 143(3) shall not apply to a private company: 
(a) which has turnover less than ₹50 crores as per latest audited financial statement or which has aggregate 

borrowings from banks or financial institutions or any body corporate at any point of time during the 
financial year less than ₹25 Cr. 

(b) which has turnover less than ₹25 crores as per latest audited financial statement or which has aggregate 
borrowings from banks or financial institutions or any body corporate at any point of time during the 
financial year less than ₹50 Cr. 

(c) which has turnover less than ₹50 crores as per latest audited financial statement and which has 
aggregate borrowings from banks or financial institutions or any body corporate at any point of time 
during the financial year less than ₹25 Cr. 

(d) which has turnover less than ₹25 crores as per latest audited financial statement and which has 
aggregate borrowings from banks or financial institutions or any body corporate at any point of time 
during the financial year less than ₹50 Cr. 
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10.2 – CARO, 2016 

81 In which of the following companies, auditor is not required to report on matters specified under 
CARO, 2016:  

(a) private limited company, which is a subsidiary company of a public company having a paid-up capital and 
reserves and surplus not more than rupees one crore as on the balance sheet date.  

(b) private limited company, which is a holding company of a public company, which does not have total 
borrowings exceeding rupees one crore from any bank or financial institution at any point of time during 
the financial year. 

(c) Both (a) and (b) 

(d) None of the above 

82 In which of the following companies, auditor is required to report on matters specified under CARO, 
2016: 

(a) Foreign company. 

(b) Small Company.  

(c) One Person company.  

(d) None of the above. 

83 A private limited company, in order to be covered under CARO, 2016, must satisfy which of the 
following conditions:  

(e) total borrowings exceeding rupees ten crores from any bank or financial institution at any point of time 
during the financial year.  

(f) total borrowings exceeding rupees one crore from any bank or financial institution as on the balance 
sheet date.  

(g) total borrowings exceeding rupees ten crores from any bank or financial institution as on balance sheet 
date.  

(h) total borrowings exceeding rupees one crore from any bank or financial institution at any point of time 
during the financial year. 

84 Astha Pvt. Ltd. which is a subsidiary company of Kiran Pvt. Ltd., has fully paid capital of ₹40 lakh. 
During the year, the company had borrowed ₹55 lakh each from a bank and a financial institution 
independently. It has the turnover of ₹175 lakhs.  

(a) CARO is not applicable as Astha Pvt. Ltd. is a Small Company.  

(b) CARO is applicable as total borrowings exceeds ₹1 Cr. 

(c) CARO is not applicable as Astha Pvt. Ltd. is a subsidiary company of another Pvt. Ltd.  

(d) CARO is applicable as turnover exceeds ₹1 Cr.   

85 CARO, 2016 is applicable over a private limited company, having paidup capital and reserves and 
surplus is ₹1 crore or more as on the balance sheet date. For this purpose,  

(a) Paid-up share capital would include equity share capital only.  

(b) Amount of calls unpaid should be added to the figure of paid-up capital. 

(c) Amount originally paid-up on forfeited shares should be added to the figure of paid-up capital. 

(d) Share application money received should be considered as part of the paid-up capital. 
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86 Para 3(vi) of CARO, 2016 requires the auditor to report whether maintenance of cost records has been 
specified by the C.G. u/s 148(1) of the Companies Act, 2013 and whether such accounts and records 
have been so made and maintained. For this purpose, auditor should:  
(a) a detailed examination of such records. 
(b) conduct a general review of the cost records. 
(c) rely only on written representation received from the management stating that cost records are being 

made and maintained.  
(d) any of the above.  

87 Para 3(x) of CARO, 2016 requires the auditor to report on various fraud noticed or reported during the 
year. Which of the following frauds are covered in Para 3(x) -  
(a) fraud on the company by its officers/employees  
(b) fraud on the company by its vendors/suppliers 
(c) fraud on the company by its associate companies 
(d) Both (a) and (c) above  

88 When reporting under CARO, 2016, auditor is required to state in case of Nidhi Companies, whether 
the Nidhi company has complied with: 

(a) Net Owned funds to total debts in the ratio of 1:20. 
(b) Net Owned funds to deposits in the ratio of 1:20. 
(c) Net Owned funds to total debts in the ratio of 1:10. 
(d) Net Owned funds to deposits in the ratio of 1:10. 

89 Auditor’s report under CARO, 2016 in terms of Para 3(xvi) shall incorporate: 
(a) Registration number of company under Companies Act, 2013 
(b) Registration number of company allotted by RBI. 
(c) Both of the above 
(d) None of the above.  

90 As per Clause (i)(a) of Paragraph 3 of the CARO, 2016, the auditor is required to report on: 

(a) whether the title deeds of immovable properties are held in the name of the company. If not, provide the 
details thereof. 

(b) whether physical verification of inventory has been conducted at reasonable intervals by the 
management; and whether any material discrepancies were noticed on physical verification and if so, 
whether the same have been properly dealt with in the books of account.  

(c) whether any fraud by the company or any fraud on the Company by its officers or employees has been 
noticed or reported during the year; If yes, the nature and the amount involved is to be indicated; 

(d) whether the company is maintaining proper records showing full particulars, including quantitative 
details and situation of fixed assets; 

91 Which of the following dues are required to be reported under Clause (vii) of Paragraph 3 of CARO, 
2016: 
(a) amount payable to creditors for purchase of goods. 
(b) annual performance bonus payable to employees. 
(c) state government taxes 
(d) none of the above  
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92 If a company is not regular in deposit of statutory dues to the appropriate authorities, auditor need to 
report on arrears of outstanding dues as at the last day of the financial year concerned for a period of: 

(a) more than 90 days from the date they became payable. 

(b) more than 6 months from the date they became payable. 

(c) more than 90 days from the reporting date. 

(d) more than 6 months from the reporting date. 

93 A company has not deposited the employees provident fund with the authorities due to existence of 
some dispute. Dispute is pending in Court of Law. Nonpayment of employees provident fund due to 
dispute is required to be reported by the auditor: 

(a) under Clause (vii)(a) of Para 3 of CARO, 2016. 

(b) under Clause (vii)(b) of Para 3 of CARO, 2016. 

(c) under Clause (viii) of Para 3 of CARO, 2016. 

(d) None of the above. 

94 A company has defaulted in repayment of loans or borrowings to a NBFC. Auditor is required to report 
the period and amount of the default:   

(a) under Clause (vii)(a) of Para 3 of CARO, 2016. 

(b) under Clause (vii)(b) of Para 3 of CARO, 2016. 

(c) under Clause (viii) of Para 3 of CARO, 2016. 

(d) no reporting required, as default of dues of NBFC are not covered in CARO, 2016. 

95 Under Clause (ix) of Paragraph 3 of CARO, 2016, auditor is required to report the application of money 
raised through __________________ for the purposes for which those are raised. 

(a) Initial Public Offer or Further Public Offer (excluding debt instruments) only. 

(b) Initial Public Offer or Further Public Offer (including debt instruments) and term loans. 

(c) Initial Public Offer or Further Public Offer (excluding debt instruments) and term loans. 

(d) Initial Public Offer or Further Public Offer (including debt instruments) and working capital loans. 

96 While reporting under Clause (x) of Para 3 of CARO, 2016, with respect to fraud, auditor is required to 
report on: 

(a) fraud noticed and reported u/s 143(12) of Companies Act, 2013. 

(b) fraud suspected and reported u/s 143(12) of Companies Act, 2013. 

(c) fraud committed on the company by the vendors of the company. 

(d) Both (a) and (c) 

97 As per Clause (xiii) of Paragraph 3 of the CARO, 2016, the auditor is required to report on: 

(a) Whether all transactions with the related parties are in compliance with Sec. 177 and 188 of Companies 
Act, 2013 where applicable. 

(b) Whether the company has made any preferential allotment or private placement of shares or fully or 
partly convertible debentures during the year under review. 

(c) Whether the company has entered into any non-cash transactions with directors or persons connected 
with him and if so, whether provisions of Section 192 of Companies Act, 2013 have been complied with. 

(d) None of the above. 
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98 As per Clause (xiv) of Paragraph 3 of the CARO, 2016, the auditor is required to report on: 

(a) Whether all transactions with the related parties are in compliance with Sec. 177 and 188 of Companies 
Act, 2013 where applicable  

(b) Whether the company has made any preferential allotment or private placement of shares or fully or 
partly convertible debentures during the year under review and if so, as to whether the requirement of 
Sec. 42 of the Companies Act, 2013 have been complied. 

(c) Whether the company has entered into any non-cash transactions with directors or persons connected 
with him and if so, whether provisions of Section 192 of Companies Act, 2013 have been complied with. 

(d) None of the above. 

99 Which clause of CARO, 2016 requires the auditor to report whether the company is required to be 
registered under section 45-IA of the Reserve Bank of India Act, 1934. If so, whether the registration 
has been obtained. 

(a) Under Clause (xi) of paragraph 3 of the CARO, 2016, 
(b) Under Clause (xvi) of paragraph 3 of the CARO, 2016, 

(c) Under Clause (xv) of paragraph 3 of the CARO, 2016, 

(d) Under Clause (xiv) of paragraph 3 of the CARO, 2016, 

100 While carrying out audit of ABC ltd, auditor observed that a term loan was obtained by the company 
from a bank for ₹75 lakhs for acquiring R&D equipment, out of which ₹12 lakhs were used to buy a car 
for use of the concerned director, who was overlooking the R&D activities. Auditor is required to 
report the matter: 

(a) Under Clause (vii) of paragraph 3 of the CARO, 2016, 
(b) Under Clause (viii) of paragraph 3 of the CARO, 2016, 

(c) Under Clause (ix) of paragraph 3 of the CARO, 2016, 

(d) No reporting required under the requirements of CARO, 2016 

101 While carrying out audit of ABC ltd, auditor observed that the company has taken a term loan from a 
nationalized bank in 2012 for ₹200 lakhs repayable in five equal instalments of ₹40 lakhs from 31st 
March, 2013 onwards. It had repaid the loans due in 2013 & 2014, but defaulted in 2015, 2016 & 2017. 
Auditor is required to report the matter: 

(a) Under Clause (vii) of paragraph 3 of the CARO, 2016, 
(b) Under Clause (viii) of paragraph 3 of the CARO, 2016, 

(c) Under Clause (ix) of paragraph 3 of the CARO, 2016, 

(d) Both (b) and (c). 

102 Big and Small Ltd. received a show cause notice from central excise department intending to levy a 
demand of ₹25 lakhs in December 2017. The company replied to the above notice in January 2018 
contending that it is not liable for the levy. No further action was initiated by the central excise 
department upto the finalization of the audit for the year ended on 31st March, 2018. Auditor is 
required to report the matter: 

(a) Under Clause (vi) of paragraph 3 of the CARO, 2016, 

(b) Under Clause (vii) of paragraph 3 of the CARO, 2016, 

(c) Under Clause (viii) of paragraph 3 of the CARO, 2016, 

(d) No reporting required under the requirements of CARO, 2016 
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103 Reporting under CARO, 2016 will be required in case of which companies: 

(a) X Pvt. Ltd. which is a subsidiary of ABC Ltd. a listed company. 

(b) X Pvt. Ltd. which is a One-person company, having paid up capital of ₹105 Lacs. 

(c) X Pvt. Ltd. which is a Small Company, having outstanding borrowings from banks in excess of ₹1 Cr. 

(d) All of the above. 

104 In which of the following companies, auditor is required to report on matters specified under CARO, 
2016:  

(a) private limited company, which is a holding company of a public company having a paid-up capital and 
reserves and surplus not more than rupees one crore as on the balance sheet date.  

(b) private limited company, which is a subsidiary company of a public company, which does not have total 
borrowings exceeding rupees one crore from any bank or financial institution at any point of time during 
the financial year. 

(c) Both (a) and (b) 

(d) None of the above 

105 Which clause of CARO, 2016 requires the auditor to report whether managerial remuneration has 
been paid or provided in accordance with the requisite approvals mandated by the provisions of Sec. 
197 read with schedule V to the Companies Act?  

(a) Clause (xi) of Para 3. 

(b) Clause (xii) of Para 3. 

(c) Clause (xv) of Para 3. 

(d) Clause (xvi) of Para 3. 

106 Under Clause (ix) of Paragraph 3 of CARO, 2016, auditor is required to report the application of money 
raised through Initial Public Offer or Further Public Offer (including debt instruments) and term loans 
for the purposes for which those are raised. Term loans for this purpose includes: 

(a) Term loans obtained from banks and financial institutions 
(b) Term loans obtained from entities/person other than banks and financial institutions.  

(c) Term loans obtained from Scheduled banks only.  

(d) Term loans obtained from banks and financial institutions as well as from entities/person other than 
banks and financial institutions. 

107 Para 3(x) of CARO, 2016, required the auditor to report the nature and amount of fraud in relation to: 

(a) any fraud by the company and any fraud on the Company by its officers/employees suspected and 
reported during the year. 

(b) any fraud by the company and any fraud on the Company by its officers/employees noticed or reported 
during the year. 

(c) any fraud on the company and any fraud by the Company suspected and reported during the year. 

(d) any fraud on the company and any fraud by the Company noticed or reported during the year. 

108 While carrying out audit of ABC ltd, auditor observed that the company had obtained a Term Loan of 
₹300 lakhs from a bank for the construction of a factory. Since there was a delay in the construction 
activities, the said funds were temporarily invested in short term deposits. Auditor is required to 
report the matter: 
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(a) Under Clause (vii) of paragraph 3 of the CARO, 2016. 

(b) Under Clause (viii) of paragraph 3 of the CARO, 2016. 

(c) Under Clause (ix) of paragraph 3 of the CARO, 2016. 

(d) No reporting required under the requirements of CARO, 2016. 

109 Company auditor is required to report “Whether the Nidhi Company has complied with the Net Owned 
Fund to Deposits in the ratio of 1: 20 to meet out the liability and Whether the Nidhi Company is 
maintaining 10% unencumbered term deposits as specified in the Nidhi Rules, 2014 to meet out the 
liability”. This reporting requirement is prescribed by:  

(a) Sec. 143(1) of Companies Act, 2013 

(b) Para 3 of NBFC Auditor’s Report (Reserve Bank) Directions, 2016 

(c) Para 3(xii) of Companies (Auditor’s Report) Order, 2016 

(d) Para 3(xvi) of Companies (Auditor’s Report) Order, 2016 

110 H Ltd. granted unsecured loan of ₹1 crore @ 15% p.a. to two of its subsidiaries during the Financial 
Year 2017-18. Before the year end both the companies repaid the loan. The management of H Ltd. is of 
the opinion that since no balance is outstanding as on 31st March 2018, these loans are not required to 
be reported in CARO 2016. Auditor is required to report the matter: 

(a) Under Clause (iii) of paragraph 3 of the CARO, 2016. 

(b) Under Clause (iv) of paragraph 3 of the CARO, 2016. 

(c) Under Clause (vi) of paragraph 3 of the CARO, 2016. 

(d) No reporting required under the requirements of CARO, 2016. 

10.3 – Joint Audit 

111 Which of the following is not an objective of SA 299?  

(a) To lay down broad principles for the joint auditors in conducting the joint audit.  

(b) To mandate the requirement of joint audit in case of listed entities.  

(c) To identify the distinct areas of work and coverage thereof by each joint auditor.  

(d) To identify individual responsibility and joint responsibility of the joint auditors in relation to audit. 

112 KRP Ltd., at its annual general meeting, appointed Mr. X, Mr. Y and Mr. Z as joint auditors to conduct 
auditing for the financial year 2017-18. For the valuation of gratuity scheme of the company, Mr. X, Mr. 
Y and Mr. Z wanted to refer their own known Actuaries. Due to difference of opinion, all the joint 
auditors consulted their respective Actuaries. Subsequently, major difference was found in the actuary 
reports. However, Mr. X agreed to Mr. Y’s actuary report, though, Mr. Z did not. Mr. X contends that Mr. 
Y’s actuary report shall be considered in audit report due to majority of votes. Now, Mr. Z is in 
dilemma. 

(a) Contention of Mr. X is correct as SA 299 requires a single report based on majority. 

(b) Contention of Mr. X may be considered as SA 299 does not provide any provision in relation to such 
situations. 

(c) Contention of Mr. X is not acceptable as SA 299 requires separate reports in a situation where opinion of 
joint auditors differs. 

(d) None of the above. 
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113 Which of the following is correct? 
(a) All the joint auditors are responsible in respect of the appropriateness of the decisions concerning the 

nature, timing and extent of the audit procedures agreed upon among them and their proper execution. 
(b) Appropriateness of the decisions concerning the nature, timing and extent of the audit procedures 

agreed among joint auditors and proper execution of these audit procedures is the individual 
responsibility of the concerned joint auditor.  

(c) All the joint auditors are responsible only in respect of the appropriateness of the decisions concerning 
the nature, timing and extent of the audit procedures agreed upon among them, proper execution of 
these audit procedures is the individual responsibility of the joint auditor concerned.  

(d) Appropriateness of the decisions concerning the nature, timing and extent of the audit procedures 
agreed among joint auditors is the individual responsibility of the concerned joint auditor whereas, 
proper execution of these audit procedures is the joint responsibility of all the joint auditors. 

114 ABC & Co. and DEF & Co. Chartered Accountant firms were appointed as joint auditors of Good Health 
Care Ltd. for 2017-18. An investigation was conducted under Companies Act 2013 during March 2019 
and observed gross understatement of Revenue. The revenue aspects were looked after by DEF & Co, 
but there was no documentation for the division of work between the joint auditors. 
(a) Liability for negligence will arise only on DEF & Co.  
(b) Liability for negligence will arise only ABC & Co. 
(c) Both Joint auditors are jointly and severally responsible. 
(d) No liability arises on joint auditors as company was liable to maintain documentation for the division of 

the work between the joint auditors.  

115 The joint auditors are required to issue common audit report, however, where the joint auditors are in 
disagreement with regard to the opinion or any matters to be covered by the audit report, they shall 
express their opinion in a separate audit report.  In such cases, separate audit report issued by the 
joint auditor shall make reference to the audit report issued by other joint auditors under the heading 
(a) “Other Matter Paragraph” as per SA 706.  
(b) “Key Audit Matters” as per SA 701. 
(c) “Other Information” as per SA 720. 
(d) “Emphasis of Matter Paragraph” as per SA 706. 

10.4 – SA 600 

116 SA 600 deals with: 
(a) situations where an auditor reporting on the financial information of an entity, uses the work of another 

auditor with respect to the financial information of one or more components included in the financial 
information of the entity.  

(b) situations where two or more auditors are appointed as joint auditors 
(c) the auditor’s relationship with a predecessor auditor. 
(d) all of the above.  

117 The principal auditor, if decides to use the work of auditor of component in relation to audit of 
consolidated financial statements, he should comply with requirements of:  
(a) SA 600 “Using the work of Another Auditor” 
(b) SA 299 “Joint Audit of Financial Statements” 
(c) SA 720 “The Auditor’s Responsibilities Relating to Other Information” 
(d) SRS 4410 “Compilation Engagements” 
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118 If auditor of parent company is also the auditor of all of the components, this association requires the 
auditor: 
(a) to apply the procedures of SA 600 while auditing the consolidated financial statements.  
(b) to report whether principles and procedures for preparation and presentation of consolidated F.S. as laid 

down in the relevant AS(s) have been followed. 
(c) to incorporate Emphasis of Matter Paragraph in the audit report to state his association with the 

component. 
(d) Both (a) and (b) above. 

119 If auditor of parent company is not the auditor of the components, the auditor of parent company 
while auditing the consolidated financial statements is required to: 
(a) apply the procedures of SA 600 while auditing the consolidated financial statements.  
(b) to incorporate Emphasis of Matter Paragraph in the audit report as per requirement of SA 706.  
(c) to incorporate Other Matter Paragraph in the audit report as per requirement of SA 706. 
(d) both (a) and (c) above. 

120 When planning to use the work of another auditor, the principal auditor need not to consider the 
professional competence of the other auditor in the context of specific assignment if the other auditor 
is  
(a) a member of the Institute of Chartered Accountants of India. 
(b) not a member of the Institute of Chartered Accountants of India. 
(c) a member of foreign professional accounting body. 
(d) a state certified auditor.  
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Answers  

1 (a) 21 (a) 41 (b) 61 (c) 81 (d) 101 (b) 

2 (c) 22 (d) 42 (c) 62 (b) 82 (a) 102 (b) 

3 (c) 23 (c) 43 (b) 63 (a) 83 (d) 103 (a) 

4 (d) 24 (d) 44 (d) 64 (a) 84 (b) 104 (c) 

5 (a) 25 (a) 45 (d) 65 (b) 85 (c) 105 (a) 

6 (a) 26 (b) 46 (b) 66 (c) 86 (b) 106 (d) 

7 (d) 27 (c) 47 (a) 67 (a) 87 (a) 107 (b) 

8 (d) 28 (d) 48 (c) 68 (c) 88 (b) 108 (c) 

9 (b) 29 (c) 49 (c) 69 (b) 89 (d) 109 (c) 

10 (c) 30 (b) 50 (b) 70 (d) 90 (d) 110 (a) 

11 (c) 31 (c) 51 (a) 71 (b) 91 (c) 111 (b) 

12 (b) 32 (b) 52 (b) 72 (a) 92 (b) 112 (c) 

13 (b) 33 (d) 53 (a) 73 (c) 93 (d) 113 (c) 

14 (c) 34 (c) 54 (a) 74 (a) 94 (c) 114 (c) 

15 (c) 35 (d) 55 (d) 75 (a) 95 (b) 115 (a) 

16 (a) 36 (c) 56 (b) 76 (a) 96 (a) 116 (a) 

17 (d) 37 (a) 57 (c) 77 (a) 97 (a) 117 (a) 

18 (c) 38 (c) 58 (a) 78 (d) 98 (b) 118 (b) 

19 (a) 39 (c) 59 (b) 79 (c) 99 (b) 119 (d) 

20 (c) 40 (a) 60 (a) 80 (c) 100 (c) 120 (a) 
 



 

11.1 

 
 

 Audit Reports 
 

11.1 - SA 700 

1 A statement as to auditor’s believing that the audit evidence, we have obtained is sufficient and 

appropriate to provide a basis for their opinion is mentioned in which section of the auditor’s 

report? 

(a) Opinion. 

(b) Basis for Opinion. 

(c) Management’s responsibility. 

(d) Auditor’s responsibility.  

2 As per Standards on Auditing, the auditor shall date the report no earlier than the date: 

(a) the audit opinion is submitted for issue among stakeholders. 

(b) the auditor has obtained sufficient appropriate audit evidence on which to base the auditor’s opinion 

on the financial statements. 

(c) the opinion is presented to management. 

(d) that management takes responsibility for the financial statements. 

3 In an auditor’s report on financial statements an unmodified opinion is issued when the auditor is 

satisfied in all material respects that: 

(a) the view presented by the financial information as a whole is consistent with the auditor's knowledge of 

the business of the entity. 

(b) there are no disagreements with management. 

(c) the audit has been conducted in accordance with Standards on Auditing. 

(d) internal controls are consistent in design and operation. 

4 Which of the following topics are not covered in the ‘Auditor Responsibilities’ paragraphs? 

(a) a statement that the standards require that the auditor plan and perform the audit to obtain 

reasonable assurance about whether the financial statements are free of material misstatement. 

(b) wording indicating that the audit evidence is sufficient to provide the basis for the audit opinion. 

(c) reference to the financial accounting standards followed in conducting the audit. 

(d) a statement that the standards require that the auditor comply with ethical requirements. 

5 Based on SA 700, there are at least two circumstances where the auditor may not be able to express 

an unmodified opinion: 

(a) limitation of scope and fraud. 

(b) disagreement with management or inconsistent application of accounting standards. 

(c) disagreement with management and limitation of scope. 

(d) disagreement with management and fraud. 

11 
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6 Which of the following is not a section of the SA 700 auditor’s unmodified (unqualified) opinion? 

(a) Management’s responsibility for the financial statements. 

(b) Opinion. 

(c) Report on other audit activities. 

(d) Auditor’s responsibility. 

7 In audit report, a description that audit was performed in accordance with Standards on Auditing is 

given in which section? 

(a) Management’s responsibility. 

(b) Opinion. 

(c) Basis for Opinion Section. 

(d) Auditor’s responsibility. 

8 As per SA 700 “Forming an Opinion and Reporting on Financial Statements” when expressing an 

unmodified opinion on financial statements prepared in accordance with a fair presentation 

framework, the auditor’s opinion shall, unless otherwise required by law or regulation, use which of 

the following phrase: 

(a) In our opinion, the accompanying financial statements present fairly, in all material respects, […] in 

accordance with [the applicable financial reporting framework];  

(b) In our opinion, the accompanying financial statements give a true and fair view of […] in accordance 

with [the applicable financial reporting framework].  

(c) In our opinion, the accompanying financial statements are prepared, in all material respects, in 

accordance with [the applicable financial reporting framework].  

(d) Either (a) or (b) 

9 As per SA 700 “Forming an Opinion and Reporting on Financial Statements” when expressing an 

unmodified opinion on financial statements prepared in accordance with a Compliance framework, 

the auditor’s opinion shall, unless otherwise required by law or regulation, use which of the 

following phrase: 

(a) In our opinion, the accompanying financial statements present fairly, in all material respects, […] in 

accordance with [the applicable financial reporting framework];  

(b) In our opinion, the accompanying financial statements give a true and fair view of […] in accordance with 

[the applicable financial reporting framework].  

(c) In our opinion, the accompanying financial statements are prepared, in all material respects, in 

accordance with [the applicable financial reporting framework].  

(d) Either (a) or (b) 

10 As per SA 700 “Forming an Opinion and Reporting on Financial Statements”, the description of the 

auditor’s responsibilities for the audit of the financial statements shall be included: 

(a) Within the body of the auditor’s report;  

(b) Within an appendix to the auditor’s report, in which case the auditor’s report shall include a reference 

to the location of the appendix; 

(c) By a specific reference within the auditor’s report to the location of such a description on a website of 

an appropriate authority, where law, regulation or the national auditing standards expressly permit the 

auditor to do so. 

(d) any of the above. 
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11.2 - SA 701 

11 Communicating key audit matters in the auditor’s report is  

(a) not a substitute for disclosures in the financial statements that the applicable FRF requires management 

to make, or that are otherwise necessary to achieve fair presentation.  

(b) a substitute for the auditor expressing a modified opinion when required by the circumstances of a 

specific audit engagement in accordance with SA 705. 

(c) a substitute for reporting in accordance with SA 570 when a material uncertainty exists relating to 

events or conditions that may cast significant doubt on an entity’s ability to continue as a going concern;  

(d) a separate opinion on individual matters. 

12 Key Audit Matters are to be communicated in Auditor’s Report  

(a) as a substitute for disclosure’s in the Financial Statement 

(b) as substitute for Auditor Expressing a modified opinion in the Financial Statement 

(c) as a separate opinion on Individual Matters 

(d) when auditor is required by law or regulation to communicate key audit matters in the auditor’s 

Report. 

13 When auditor is unable to obtain sufficient and appropriate audit evidence that financial statement 

on which to base the opinion and the auditor concludes that possible effects of the financial 

statement can be both Material and Pervasive. Then the Key Matters to be included in the Auditor’s 

Report should 

(a) disclose that no sufficient & appropriate evidence is obtained 

(b) auditor is prohibited in communicating key audit matters in the auditor’s report i.e, no disclosure is 

required. 

(c) disclose that financial statement doesn’t present a true and fair view 

(d) both a & c. 

14 As per SA 701 “Communicating Key Audit Matters in the Independent Auditor’s Report” 

communicating key audit matters in the auditor’s report is in the context of the auditor having 

formed an opinion on the financial statements as a whole.  

Communicating key audit matters in the auditor’s report can be considered as a substitute for -  

(a) disclosures in the financial statements that the applicable financial reporting framework requires 

management to make, or that are otherwise necessary to achieve fair presentation. 

(b) the auditor expressing a modified opinion when required by the circumstances of a specific audit 

engagement in accordance with SA 705 (Revised). 

(c) reporting in accordance with SA 570 (Revised) when a material uncertainty exists relating to events or 

conditions that may cast significant doubt on an entity’s ability to continue as a going concern. 

(d) None of the above 

15 A matter giving rise to a modified opinion in accordance with SA 705 (Revised), or a material 

uncertainty related to events or conditions that may cast significant doubt on the entity’s ability to 

continue as a going concern in accordance with SA 570 (Revised), are by their nature key audit 

matters. In relation to this statement, select the appropriate answer: 
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(a) Such matters shall not be described in the Key Audit Matters section of the auditor’s report and the 

requirements as stated in SA 701 do not apply.  

(b) Such matters shall only be described in the Key Audit Matters section of the auditor’s report and the 

requirements as stated in SA 701 shall apply.  

(c) Such matters shall be described in the Key Audit Matters section of the auditor’s report and the 

requirements as stated in SA 701 shall apply in addition to the requirements of SA 570 or SA 705, as the 

case may be.  

(d) Such Matters shall be described in Emphasis of matter Para.   

16 As per SA 701 “Communicating Key Audit Matters in the Independent Auditor’s Report” Key audit 

matters are 

(a) Those matters that, in the auditor’s professional judgment, were of most significance in the audit of the 

financial statements of the prior period. Key audit matters are selected from matters communicated 

with those charged with governance. 

(b) Those matters that, in the auditor’s professional judgment, were of most significance in the audit of the 

financial statements of the current period. Key audit matters are selected from matters communicated 

with Central Government. 

(c) Those matters that, in the management judgment, were of most significance in the audit of the financial 

statements of the current period. Key audit matters are selected from matters communicated with 

those charged with governance. 

(d) Those matters that, in the auditor’s professional judgment, were of most significance in the audit of the 

financial statements of the current period. Key audit matters are selected from matters communicated 

with those charged with governance. 

17 As per SA 701 “Communicating Key Audit Matters in the Independent Auditor’s Report”, the auditor 

shall describe each key audit matter in the auditor’s report. However, in some situations, such 

matters need not be communicated. Identify the situation:  

(a) Law or regulation precludes public disclosure about the matter;  

(b) TCWG has not given their consent for public disclosure. 

(c) Management is not willing for public disclosure of the matters. 

(d) Both (a) and (b) 

18 As per SA 701 “Communicating Key Audit Matters in the Independent Auditor’s Report”, the auditor 

shall determine, from the matters communicated with those charged with governance, those matters 

that required significant auditor attention in performing the audit. In making this determination, the 

auditor shall take into account:  

(a) Areas of lower assessed risk of material misstatement,  

(b) significant risks identified during the audit of previous year.  

(c) Significant auditor judgments relating to areas in the business operations that involved significant 

management judgment. 

(d) effect on the audit of significant events or transactions that occurred during the period. 
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19 If the auditor determines, depending on the facts and circumstances of the entity and the audit, that 

there are no key audit matters to communicate or that the only key audit matters communicated are 

those matters that give rise to modified opinion, the auditor shall include a statement to this effect in 

a separate section of the auditor’s report under the heading “Key Audit Matters. In which of the 

circumstance, the requirement so mentioned above will apply:  

(a) the auditor determines that there are no key audit matters 

(b) the auditor determines in accordance with SA 701 that a key audit matter will not be communicated in 

the auditor’s report and no other matters have been determined to be key audit matters.  

(c) the only matters determined to be key audit matters are those communicated in accordance SA 570 or 

SA 705.  

(d) all of the above.  

11.3 – SA 705 

20 Which of the following is not a type of audit opinion? 

(a) Disclaimer. 

(b) Adverse. 

(c) Reserved. 

(d) Qualified. 

21 What type of opinion is issued 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? 

(a) Qualified. 

(b) Reserved. 

(c) Disclaimer. 

(d) Adverse 

22 When an auditor expresses an adverse opinion, the opinion paragraph should include 

(a) A direct reference to a separate paragraph disclosing the basis for the opinion. 

(b) The substantive reasons for the financial statements being misleading. 

(c) The principal effects of the departure from generally accepted accounting principles 

(d) A description of the uncertainty or scope limitation that prevents an unmodified opinion. 

23 The auditor shall disclaim an opinion when the following conditions occur except: 

(a) it is not possible to form an opinion on the financial statements due to the potential interaction of the 

uncertainties and their possible cumulative effect on the financial statements. 

(b) the auditor concludes that the possible effects on the financial statements of undetected 

misstatements, if any, could be material but not pervasive. 

(c) the auditor concludes that the possible effects on the financial statements of undetected 

misstatements, if any, could be both material and pervasive. 

(d) the auditor is unable to obtain sufficient appropriate audit evidence on which to base the opinion. 
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24 When the auditor modifies the opinion on the financial statements, the auditor shall include a 

paragraph in the auditor’s report. All of the following are true of this paragraph except:  

(a) it should draw the financial statement users’ attention to matters presented or disclosed in the 

financial statements that are of such importance that they are fundamental to users’ understanding of 

the financial statements. 

(b) the auditor shall place this paragraph immediately after the opinion paragraph in the auditor’s report. 

(c) the paragraph should provide a description of the matter giving rise to the modification. 

(d) the auditor shall use the heading ‘basis for qualified opinion,’ ‘basis for adverse opinion’ or ‘basis for 

disclaimer of Opinion,’ as appropriate 

25 XYZ Limited received a grant of ₹25 lakhs under the Government's Subsidy Scheme, for acquiring an 

imported machinery for setting up new plant. The entire grant received is credited to Profit and Loss 

Account. While preparing the audit report, the auditor needs to: 

(a) qualify the report stating the fact that the income has been overstated to the extent of the amount of 

grant net of proportionate credit that would have been worked out. 

(b) qualify the report stating the fact that the income has been understated to the extent of the amount of 

grant net of proportionate debit that would have been worked out. 

(c) express unmodified opinion as Accounting Standard-12 allow the recognition of grant received as 

income. 

(d) None of the above. 

26 An auditor concludes that a client's illegal act, which has a material effect on the financial statements, 

has not been properly accounted for or disclosed. Depending on the materiality of the effect on the 

financial statements, the auditor should express either 

(a) Unqualified opinion with a separate explanatory paragraph or a qualified opinion 

(b) Adverse opinion or a disclaimer of opinion. 

(c) Disclaimer of opinion or an unqualified opinion with a separate explanatory paragraph. 

(d) Qualified opinion or an adverse opinion. 

27 When an auditor qualifies an opinion because of inadequate disclosure, the auditor should describe 

the nature of the omission in a basis for qualification paragraph and modify the 

 Introductory paragraph Auditor responsibility paragraphs Opinion paragraph 

(a) No No Yes 

(b) Yes No No 

(c) Yes Yes No 

(d) No Yes Yes 
 

28 Wipro Ltd has branches all over the India. Suddenly due to floods in Kerala, all the Records of Wipro 

Ltd at its kerala branch were destroyed due to Floods. No documents were made available. The 

turnover of Wipro Ltd (all over India) was Rs 100 Crore. If turnover from Kerala Branch alone was Rs 

25 Lakhs and the Company does not disclose the same in Financial Statements. There are no 

alternative checks that could be applied except External Party Confirmations. As an auditor of Wipro 

what would be your opinion on the Financial Statements. 
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(a) Unmodified Opinion with Emphasis on Matter that the books of the Kerala Branch have been destroyed 

(b) Modified Opinion- Adverse Opinion 

(c) Modified Opinion- Disclaimer of Opinion 

(d) Modified Opinion –Qualified Opinion 

29 Wipro Ltd has branches all over the India. Suddenly due to floods in Kerala, all the Records of Wipro 

Ltd at its kerala branch were destroyed due to Floods. No documents were made available. The 

turnover of Wipro Ltd (all over India) was Rs 100 Crore. If turnover from Kerala Branch alone was Rs 

60 Crores and the Company has disclosed the same in Financial Statements as notes to accounts. 

There are no alternative checks that could be applied except External Party Confirmations. As an 

auditor of Wipro what would be your opinion on the Financial Statements. 

(a) Unmodified Opinion with EOM that the books of the Kerala Branch have been destroyed 

(b) Adverse Opinion 

(c) Disclaimer of Opinion 

(d) Qualified Opinion 

11.4 – SA 706 

30 Ordinarily, an auditor may include an emphasis of a matter paragraph: 

(a) when limitation in scope is not so material as to require an adverse opinion or a disclaimer of opinion. 

(b) to highlight an immaterial matter regarding a going concern problem. 

(c) when the effect of a disagreement with management is material and pervasive to the financial 

statements. 

(d) if there is a significant uncertainty, the resolution of which is dependent upon future events. 

31 Wipro Ltd has branches all over the India. Suddenly due to floods in Kerala, all the Records of Wipro 

Ltd at its kerala branch were destroyed due to Floods. No documents were made available. The 

turnover of Wipro Ltd (all over India) was Rs 100 Crore. If turnover from Kerala Branch alone was Rs 

25 Lakhs and the Company has disclosed the same in Financial Statements as notes to accounts. 

There are no alternative checks that could be applied except External Party Confirmations. As an 

auditor of Wipro what would be your opinion on the Financial Statements. 

(a) Unmodified Opinion with Emphasis on Matter that the books of the Kerala Branch have been destroyed 

(b) Modified Opinion- Adverse Opinion 

(c) Modified Opinion- Disclaimer of Opinion 

(d) Modified Opinion –Qualified Opinion 

32 As per SA 706 “Emphasis of Matter Paragraphs and Other Matter Paragraphs in the Independent 

Auditor’s Report” Emphasis of Matter paragraph may be defined as:  

(a) A paragraph included in the auditor’s report that refers to a matter appropriately presented or 

disclosed in the director’s report that, in the auditor’s judgment, is of such importance that it is 

fundamental to users’ understanding of the financial statements.  

(b) A paragraph included in the auditor’s report that refers to a matter other than those presented or 

disclosed in the financial statements that, in the auditor’s judgment, is relevant to users’ understanding 

of the audit, the auditor’s responsibilities or the auditor’s report. 
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(c) A paragraph included in the auditor’s report that refers to a matter appropriately presented or 

disclosed in the financial statements that, in the auditor’s judgment, is of such importance that it is 

fundamental to users’ understanding of the auditor’s report.  

(d) A paragraph included in the auditor’s report that refers to a matter appropriately presented or 

disclosed in the financial statements that, in the auditor’s judgment, is of such importance that it is 

fundamental to users’ understanding of the financial statements. 

33 Which of the following is not an example of uncertainties that might be emphasised in an emphasis of 

a matter paragraph? 

(a) Matters affecting the comparability of financial statements with those of previous years. 

(b) The existence of related party transactions. 

(c) Important accounting matters occurring subsequent to the balance sheet date. 

(d) Internal control deficiencies. 

34 An auditor would express an unmodified opinion and add an emphasis-of-matter paragraph for 

 a unjustified accounting change a material weakness in the internal control 

(a) No Yes 

(b) Yes No 

(c) Yes Yes 

(d) No No 
 

35 As per SA 706 “Emphasis of Matter Paragraphs and Other Matter Paragraphs in the Independent 

Auditor’s Report” Other Matter Para may be defined as: 

(a) A paragraph included in the auditor’s report that refers to a matter appropriately presented or 

disclosed in the financial statements that, in the auditor’s judgment, is of such importance that it is 

fundamental to users’ understanding of the financial statements. 

(b) A paragraph included in the auditor’s report that refers to a matter other than those presented or 

disclosed in the financial statements that, in the auditor’s judgment, is relevant to users’ understanding 

of the audit, the auditor’s responsibilities or the auditor’s report. 

(c) A paragraph included in the auditor’s report that refers to a matter presented or disclosed in the 

financial statements that, in the auditor’s judgment, is relevant to users’ understanding of the audit, the 

auditor’s responsibilities or the auditor’s report. 

(d) A paragraph included in the auditor’s report that refers to a matter other than those presented or 

disclosed in the financial statements that, in the auditor’s judgment, is relevant to users’ understanding 

of the financial statements. 

36 As per SA 706 “Emphasis of Matter Paragraphs and Other Matter Paragraphs in the Independent 

Auditor’s Report” an Emphasis of Matter paragraph is a substitute for:  

(a) A modified opinion in accordance with SA 705 (Revised) when required by the circumstances of a 

specific audit engagement;  

(b) Disclosures in the financial statements that the applicable financial reporting framework requires 

management to make, or that are otherwise necessary to achieve fair presentation; or  

(c) Reporting in accordance with SA 570 (Revised) when a material uncertainty exists relating to events or 

conditions that may cast significant doubt on an entity’s ability to continue as a going concern. 

(d) None of the above. 
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11.5 - SA 710 

37 If the prior period financial statements were not audited, the auditor shall state in the auditor’s 

report that the corresponding figures are unaudited. Such statement is incorporated in: 

(a) Basis for Opinion Section 

(b) Key Audit Matter 

(c) Other matter Paragraph 

(d) Emphasis of Matter Paragraph 

38 Comparative information where amounts and other disclosures for the prior period are included as 

an integral part of the current period financial statements, and are intended to be read only in 

relation to the amounts and other disclosures relating to the current period is kwon as: 

(a) Comparative financial information 

(b) Corresponding Figures 

(c) Comparative financial statements 

(d) Common Size financial statements 

39 If the auditor obtains audit evidence that a material misstatement exists in the prior period financial 

statements on which an unmodified opinion has been previously issued, the auditor shall verify 

whether the misstatement has been dealt with as required under the applicable financial reporting 

framework and, if that is not the case, the auditor shall  

(a) express an unmodified opinion in the auditor’s report on the current period financial statements. 

(b) express a qualified opinion in the auditor’s report on the current period financial statements, modified 

with respect to the corresponding figures included therein. 

(c) express an adverse opinion in the auditor’s report on the current period financial statements, modified 

with respect to the corresponding figures included therein. 

(d) express a qualified opinion or an adverse opinion in the auditor’s report on the current period financial 

statements, modified with respect to the corresponding figures included therein 

40 If the prior period financial statements were not audited, the auditor shall state in _________________ in 

the auditor’s report that the corresponding figures are unaudited.  

(a) Key Audit Matter 

(b) Emphasis of Matter paragraph 

(c) Other Matter Paragraph 

(a) Basis for Opinion Section.  
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Answers 

1 (b) 9 (c) 17 (a) 25 (a) 33 (d) 

2 (b) 10 (d) 18 (d) 26 (d) 34 (a) 

3 (b) 11 (a) 19 (d) 27 (a) 35 (b) 

4 (c) 12 (d) 20 (c) 28 (d) 36 (d) 

5 (c) 13 (b) 21 (d) 29 (c) 37 (c) 

6 (c) 14 (d) 22 (a) 30 (d) 38 (b) 

7 (c) 15 (a) 23 (b) 31 (a) 39 (d) 

8 (d) 16 (d) 24 (a) 32 (d) 40 (c) 

 



 

13.1 

 

 Audit of Different Types of Entities  

(LLP Audit and Cooperative Societies) 

 
 

13.1 - LLP Audit  

1 A Limited Liability Partnership shall maintain such proper books of account as may be prescribed 

relating to its affairs for each year of its existence. Books are prescribed -  

(a) under Section 34 of LLP Act, 2008. 

(b) under Rule 24 of LLP Rules, 2009. 

(c) under Section 44AA of Income Tax Act, 1961. 

(d) under Section 129 of Companies Act, 2013. 

2 As per Sec. 34 of LLP Act, 2008, every LLP shall, prepare a Statement of Account and Solvency in 

prescribed form -  

(a) within a period of 3 months from the end of each financial year. 

(b) within a period of 6 months from the end of each financial year. 

(c) within a period of 30 days from the end of each financial year. 

(d) within a period of 60 days from the end of each financial year. 

3 As per Rule 24 of LLP Rules, 2009, Statement of Account and Solvency shall be filed in ____________ with 

the ____________, within a period of _________________. 

(a) Form 5, SEBI, 30 days from the end of 3 months of the financial year to which the Statement of Account 

and Solvency relates. 

(b) Form 5, Registrar, 30 days from the end of 6 months of the financial year to which the Statement of 

Account and Solvency relates. 

(c) Form 8, SEBI, 30 days from the end of 3 months of the financial year to which the Statement of Account 

and Solvency relates. 

(d) Form 8, Registrar, 30 days from the end of 6 months of the financial year to which the Statement of 

Account and Solvency relates. 

4 Considering the provisions of Rule 24 of LLP Rules, 2009, state which of the following is correct:  

(a) An LLP whose turnover does not exceed, in any financial year ₹50 Lacs, or whose contribution does not 

exceed ₹25 Lacs shall not be required to get its accounts audited. 

(b) An LLP whose turnover does not exceed, in any financial year ₹40 Lacs, or whose contribution does not 

exceed ₹20 Lacs shall not be required to get its accounts audited. 

(c) An LLP whose turnover does not exceed, in any financial year ₹40 Lacs, or whose contribution does not 

exceed ₹25 Lacs shall not be required to get its accounts audited. 

(d) An LLP whose turnover does not exceed, in any financial year ₹50 Lacs, or whose contribution does not 

exceed ₹40 Lacs shall not be required to get its accounts audited. 

13 
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5 Auditor of an LLP shall be appointed for: 

(a) each financial year. 

(b) two financial years. 

(c) three financial years. 

(d) five financial years. 

6 Auditor for the first financial year of an LLP may be appointed by the designated partners: 

(a) within 30 days of incorporation of LLP. 

(b) within 3 months of incorporation of LLP. 

(c) at any time but before the end of the first financial year. 

(d) within 30 days of end of the first financial year. 

7 The designated partners may appoint auditor for each financial year (other than first financial year) 

of LLP:  

(a) within 90 days of commencement of each financial year. 

(b) within 180 days of commencement of each financial year. 

(c) at least 30 days prior to the end of each financial year.  

(d) at least 90 days prior to the end of each financial year. 

8 Auditor of an LLP shall hold office in accordance with the terms of his or their appointment and shall 

continue to hold such office till the period  

(a) the new auditors are appointed. 

(b) they are re-appointed. 

(c) the new auditors are appointed, or they are re-appointed. 

(d) the new auditors are appointed, or they are re-appointed, whichever is later. 

9 As per Sec. 35 of LLP Act, 2008, every LLP shall file _____________________ duly authenticated with the 

Registrar within __________________________. 

(a) Annual Return; 60 days of closure of its financial year. 

(b) Annual Return; 120 days of closure of its financial year. 

(c) Financial Statements and Audit Report; 30 days of closure of its financial year. 

(d) Financial Statements and Audit Report; 60 days of closure of its financial year. 

10 As per Section 36 of LLP Act, 2008, documents of LLP maintained with Registrar can be inspected by: 

(a) Designated Partner Only 

(b) Any Partner. 

(c) Any partner and the lenders 

(d) Any person.  
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13.2 - Audit of Co-operative Society 

11 An auditor of a co-operative society is appointed by the  

(a) Governing body of Co-operative Society 

(b) Members of Co-operative Society 

(c) Registrar of Co-operative Societies. 

(d) None of the above.  

12 As per Section 5 of the Co-operative Societies Act, 1912, in the case of a society where the liability of a 

member of the society is limited, no member of a society other than a registered society can hold such 

portion of the share capital of the society as would exceed a maximum of ________________ of the total 

number of shares or of the value of shareholding to _______________.  

(a) 10%; ₹1,000. 

(b) 20%; ₹1,000. 

(c) 10%; ₹10,000. 

(d) 20%; ₹10,000. 

13 A society may invest its funds in any one or more of the following: 

(i) In the Central or State Co-operative Bank. 

(ii) In any of the securities specified in Section 20 of the Indian Trusts Act, 1882. 

(iii) In the shares, securities, bonds or debentures of any other society with limited liability. 

(iv) In the Shares of Public Sector Undertakings 

(v) In the Securities of Public Listed companies.  

(vi) In any co-operative bank, other than a Central or State co-operative bank, as approved by the 

Registrar on specified terms and conditions. 

Select the appropriate one: 

(a) (i), (ii) and (iii) only 

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

(c) (i), (ii), (iii), (iv) and (iv) only. 

(d) (i), (ii), (iii) and (vi) only. 

14 A co-operative society is required to transfer __________________ to Reserve Fund, before distribution as 

dividends or bonus to members. 

(a) 10% of the profits. 

(b) 20% of the profits. 

(c) 25% of the profits. 

(d) None of the above. 

15 A registered society may, with the sanction of the Registrar, contribute an amount 

___________________________. 

(a) not exceeding 10% of the net profits remaining after the compulsory transfer to the reserve fund for any 

charitable purpose.  

(b) not less than 10% of the net profits remaining after the compulsory transfer to the reserve fund for any 

charitable purpose.  
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(c) not exceeding 10% of the net profits before transfer to the reserve fund, for any charitable purpose.  

(d) not less than 10% of the net profits before transfer to the reserve fund, for any charitable purpose.  

16 In respect of examination of overdue debts of a co-operative society, auditor is required to perform 

which of the following:  

(a) Overdue debts for a period from 30 days to 6 months and more than 6 months will have to be classified 

and shall have to be reported by an auditor.  

(b) The auditor will have to ascertain whether proper provisions for doubtful debts is made and whether the 

same is satisfactory.  

(c) The percentage of overdue debts to the paid-up capital will have to be compared with last year, so as to 

see whether the trend is increasing or decreasing. 

(d) All of the above. 

17 In case of co-operative societies, bad debts and irrecoverable losses before being written off against 

Bad Debts Funds, Reserve Fund etc. should be certified as bad debts or irrecoverable losses by the  

(a) auditor where the law so requires.  

(b) the managing committee of the society, when law is silent as to certification by auditor. 

(c) the managing committee of the society, irrespective of the provisions of the law.  

(d) Both (a) and (b). 

18 During the course of audit of co-operative society, if the auditor notices that there are some serious 

irregularities in the working of the society, he may report these special matters to the ______________. 

(a) Registrar 

(b) Members 

(c) Managing Committee 

(d) None of the above.  

19 Circumstances in which auditor of co-operative society is required to submit special report includes: 

(a) Personal profiteering by members of managing committee. 

(b) Weak Internal Control.  

(c) Errors noticed in the books of account.  

(d) All of the above.  

20 First Auditor of Multi-State Co-operative Society shall be appointed by ___________________.  

(a) Board of Directors within one month of registration. 

(b) Registrar within one month of registration. 

(c) Managing Committee within 60 days of registration. 

(d) Members within 60 days of registration. 

21 Subsequent auditor of a multi-state co-operative society is to be appointed: 

(a) by Registrar 

(b) at each AGM 

(c) at first AGM and thereafter at every 6th AGM. 

(d) by BOD. 
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22 A person who is a Chartered Accountant can only be appointed as auditor of a multi state co-operative 

society. However, a person who is indebted to multi state cooperative society or who has given 

guarantee in connection with a loan of third party to multi state cooperative society for an amount 

exceeding _____________ cannot be appointed as auditor. 

(a) ₹1,000 

(b) ₹10,000 

(c) ₹1,00,000 

(d) ₹5,00,000   

23 Which of the following matter is not required to be inquired by auditor of multi-state co-operative 

society under Sec. 73(2) of Multi-State Co-operative Societies Act, 2002: 

(a) Whether loans and advances made on the basis of security have been properly secured and whether the 

terms on which they have been made are not prejudicial to the interests of the society or its members;  

(b) Whether transactions which are represented merely by book entries are not prejudicial to the interest of 

Society; 

(c) Whether personal expenses have been charged to revenue account; and  

(d) Whether loans and advances shown as deposits. 

24 As per Section 77 of Multi-State Co-operative Societies Act, 2002, Central Government may pass an 

order for the special audit if they are of opinion  

(a) that the affairs of any Multi-State co-operative society are not being managed in accordance with co-

operative principles or prudent commercial practices or with sound business principles. 

(b) that any Multi-State co-operative society is being managed in a manner likely to cause serious injury or 

damage to the interests of the trade industry or business to which it pertains. 

(c) that the financial position of any Multi-State co-operative society is such as to endanger its solvency. 

(d) any of the above.  

25 Special Auditor under section 77 of Multi-State Co-operative Societies Act, 2002 can be: 

(a) Auditor of Multi-State Co-operative Society. 

(b) Any Chartered Accountant other than auditor of Multi-State Co-operative Society. 

(c) Any person, may or may be a Chartered Accountant.   

(d) Either (a) or (b) 

26 An inquiry may be ordered by Central Registrar u/s 78 of Multi-State Co-operative Societies Act, 2002, 

on a request received from: 

(a) not less than 1/3rd of the members of the board or not less than 1/5th of the total number of members of 

a multi-state cooperative society. 

(b) not less than 1/5th of the members of the board or not less than 1/3rd of the total number of members of 

a multi-state cooperative society.  

(c) not less than 1/3rd of the members of the board or not less than 1/3rd of the total number of members of 

a multi-state cooperative society.  

(d) not less than 1/5th of the members of the board or not less than 1/5th of the total number of members of 

a multi-state cooperative society. 
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27 An inquiry may be ordered by Central Registrar u/s 78 of Multi-State Co-operative Societies Act, 2002, 

on a request received from certain category of person. However, no inquiry shall be held unless a 

notice of not less than ____________________ has been given to the multistate cooperative society. 

(a) 10 days 

(b) 15 days 

(c) 30 days 

(d) 45 days 

28 An inquiry may be ordered by Central Registrar u/s 78 of Multi-State Co-operative Societies Act, 2002, 

on a request received from certain category of person. Scope of inquiry related to: 

(a) the constitution and managing committee of the multi-state cooperative society. 

(b) the working of a multi-state cooperative society. 

(c) the financial condition of a multi-state cooperative society. 

(d) the constitution, working and financial condition of a multi-state cooperative society. 

29 Person conducting inquiry u/s 78 of Multi-State Co-operative Societies Act, 2002 has power to require 

the officers of the society to call a general meeting of the society by giving notice of not less than 

__________ at such time and place at the headquarters of the society to consider such matters, as may be 

directed by him. 

(a) 7 days 

(b) 14 days 

(c) 21 days 

(d) 21 clear days 

30 Person conducting inspection u/s 79 of Multi-State Co-operative Societies Act, 2002 may exercise 

which of the following powers: 

(a) access to all books, accounts, papers, vouchers, securities, stock and other property of that society and 

may, in the event of serious irregularities discovered during inspection, take them into custody  

(b) verify the cash balance of the society. 

(c) call a meeting of the Board and also a general meeting of the society where such general meeting is, in his 

opinion, necessary. 

(d) all of the above. 

 

Answers  

1 (b) 6 (c) 11 (c) 16 (b) 21 (b) 26 (a) 

2 (b) 7 (c) 12 (b) 17 (d) 22 (a) 27 (b) 

3 (d) 8 (c) 13 (d) 18 (a) 23 (d) 28 (d) 

4 (c) 9 (a) 14 (c) 19 (a) 24 (d) 29 (a) 

5 (a) 10 (d) 15 (a) 20 (a) 25 (d) 30 (d) 

 


