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Chapter 1 
Nature, Scope and Objective  

V 2.0  (For May 2020)  
Version 2.0 ● Upto Nov 2019 Exam Questions.  

 
May 2018 

RTP May 2018 
 
Question 
 State with reason (in short) whether the following statements are true or false: 
 (a) The objective of audit is to obtain absolute assurance and to report on the financial statements. 
(SA 200 - OVERALL OBJECTIVE OF THE AUDITOR) 
 

Answer 

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

a. To obtain reasonable assurance about whether the financial statements as a whole are free from material                
misstatement; and 

b. To report on the financial statements, and communicate as required by the SAs, in accordance with the auditor’s                   
findings. 

 
Question (SA 220 - ACCEPTANCE AND CONTINUANCE OF CLIENT RELATIONSHIPS AND AUDIT                      
ENGAGEMENTS) 
As per SA 220, “Quality Control for an Audit of  Financial Statements”  the auditor should obtain information 
considered necessary in the circumstances before accepting an engagement with a new client, when deciding 
whether to continue an existing engagement and when considering acceptance of a new engagement with  an 
existing client. Explain  
 
Answer 
Information which assists the Auditor in accepting and continuing relationship with Client: 
As per SA 220, “Quality Control for an Audit of Financial Statements” the auditor should obtain information considered                  
necessary in the circumstances before accepting an engagement with a new client, when deciding whether to continue an                  
existing engagement and when considering acceptance of a new engagement with an existing client. The following                
information will assist the auditor in accepting and continuing of relationship with the client: 

1. The integrity of the principal owners, key management and those charged with governance of the entity; 
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2. Whether the engagement team is competent to perform the audit engagement and has the necessary capabilities,                

including time and resources; 
3. Whether the firm and the engagement team can comply with relevant ethical requirements; and 
4. Significant matters that have arisen during the current or previous audit engagement, and their implications for                

continuing the relationship. 
 
Question (PRINCIPAL ASPECTS TO BE COVERED WHILE CONDUCTING AN AUDIT OF FINANCIAL                      
STATEMENTS) 
GST & Co., a firm of Chartered Accountants has been appointed to audit the accounts of XYZ Ltd. The partner                    
wanted to cover principal aspects while conducting its audit of financial statements. Advise those principal               
aspects. 
 
Answer 
The principal aspects to be covered in an audit concerning final statements of account are the following: 

1. An examination of the system of accounting and internal control to ascertain whether it is appropriate for                 
the business and helps in properly recording all transactions. 

2. Reviewing the system and procedures to find out whether they are adequate and comprehensive and               
incidentally whether material inadequacies and weaknesses exist to allow frauds and errors going unnoticed. 

3. Checking of the arithmetical accuracy of the books of account by the verification of postings, balances, etc. 
4. Verification of the authenticity and validity of transaction entered into by making an examination of the                

entries in the books of accounts with the relevant supporting documents. 
5. Ascertaining that a proper distinction has been made between items of capital and of revenue nature and                 

that the amounts of various items of income and expenditure adjusted in the accounts corresponding to the                 
accounting period. 

6. Comparison of the balance sheet and profit and loss account or other statements with the underlying                
record in order to see that they are in accordance therewith. 

7. Verification of the title, existence and value of the assets appearing in the balance sheet. 
➢ Assertions about account balances at the period end: 

● Existence—assets, liabilities, and equity interests exist. 
● Rights and obligations—the entity holds or controls the rights to assets, and liabilities are the               

obligations of the entity. 
● Completeness—all assets, liabilities and equity interests that should have been recorded have            

been recorded. 
● Valuation and allocation—assets, liabilities, and equity interests are included in the financial            

statements at appropriate amounts and any resulting valuation or allocation adjustments are            
appropriately recorded.,

8. Verification of the liabilities stated in the balance sheet. 
9. Checking the result shown by the profit and loss and to see whether the results shown are true and fair. 
10. Where audit is of a corporate body, confirming that the statutory requirements have been complied with. 
11. Reporting to the appropriate person/body whether the statements of account examined do reveal a true and                

fair view of the state of affairs and of the profit and   loss of the organisation. 
 
Question (SA 200 - INHERENT LIMITATIONS OF AUDIT) 
The matter of difficulty, time, or cost involved is not in itself a valid basis for the auditor to omit an audit                      
procedure for which there is no alternative or to be satisfied with audit evidence that is less than persuasive.                   
Explain. 
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Answer 
Timeliness of Financial Reporting and the Balance between Benefit and  Cost: 
The matter of difficulty, time, or cost involved is not in itself a valid basis for the auditor to omit an audit procedure for                        
which there is no alternative or to be satisfied with audit evidence that is less than persuasive. Appropriate planning                   
assists in making sufficient time and resources available for the conduct of the audit. Notwithstanding this, the relevance                  
of information, and thereby its value, tends to diminish over time, and there is a balance to be struck between the                     
reliability of information and its cost. There is an expectation by users of financial statements that the auditor will form                    
an opinion on the financial statements within a reasonable period of time and at a reasonable cost, recognising that it is                     
impracticable to address all information that may exist or to pursue every matter exhaustively on the assumption that                  
information  is in error or fraudulent until proved otherwise. 
 
Question  (ACCEPTANCE OF A CHANGE IN ENGAGEMENT) 
“An auditor who before the completion of the engagement is requested to change the engagement to one which                  
provides a lower level of assurance should consider the appropriateness of doing so.” Discuss. 
 
Answer 
Acceptance of a Change in Engagement 

● An auditor who, before the completion of the engagement, is requested to change the engagement to one which                  

provides a lower level of assurance, should consider the appropriateness of doing so. 

● A request from the client for the auditor to change the engagement may result from a change in circumstances                   
affecting the  

➢ need for the service,  

➢ a misunderstanding as to the nature of an audit or related service originally requested or  

➢ a restriction on the scope of the engagement,  

■ whether imposed by management or caused by circumstances.  
➢ The auditor would consider carefully the reason given for the request, particularly the             

implications of a restriction on the scope of the engagement, especially any legal or contractual               

implications. 

If the auditor concludes that there is reasonable justification to change the engagement and if the audit work                  

performed complies with the SAs applicable to the changed engagement, the report issued would be appropriate for the                  
revised terms  of engagement.  

In order to avoid confusion, the report would not include reference  to- 

i. the original engagement; or 
ii. any procedures that may have been performed in the original engagement, except where the engagement is                

changed to an engagement to undertake agreed-upon procedures and thus reference to the procedures              
performed is a normal part of the report. 

The auditor should not agree to a change of engagement where there is no reasonable justification for doing so. 

If the terms of the audit engagement are changed, the auditor and management shall agree on and record the new terms                     
of the engagement in an engagement letter or other suitable form of written agreement. 
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If the auditor is unable to agree to a change of the terms of the audit engagement and is not permitted by management to                        
continue the original audit engagement, the auditor shall- 

1. Withdraw from the audit engagement where possible under applicable law or regulation; and 

2. Determine whether there is any obligation, contractual or otherwise, to report the circumstances to other               

parties, such as those charged with governance, owners or regulators. 
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MTP 1 May 2018 
 
Question 
Examine with reasons (in short) whether the following statements are correct or incorrect:  
(i) The auditor shall express an adverse opinion when:  (AUDITOR’S OPINION) 

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

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

 
Answer 
Incorrect: The auditor shall express a qualified opinion when:  

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

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

 
Question  (ADVANTAGES OF GETTING ACCOUNTS AUDITED) 
RAG is proprietorship firm engaged in the manufacturing of textile and handloom products. It sells its finished                 
products both in the domestic as well as in the international market. The company is making total turnover of                   
Rs. 30 crores. It has also availed cash credit limit of Rs. 5 crores from Canara Bank. In the year 2017-18,                     
proprietor of the firm is worried about the financial position of the company and is under the impression that                   
since he is out of India, therefore firm might run into losses. He approaches a CA about the advantages of getting                     
his accounts audited throughout the year so that he may not suffer due to accounting weaknesses.  
Advise regarding advantages of getting accounts audited. 
 
Answer 
The chief utility of audit lies in reliable financial statements on the basis of which the state of affairs may be easy to                       
understand. Apart from this obvious utility, there are other advantages of audit. Some or all of these are of considerable                    
value even to those enterprises and organisations where audit is not compulsory, these advantages are given below:  

● It safeguards the financial interest of persons who are not associated with the management of the entity,                 
whether they are partners or shareholders,bankers, FI’s, public at large etc.  

● It acts as a moral check on the employees from committing defalcations or embezzlement. 
● Audited statements of account are helpful in settling liability for taxes, negotiating loans and for determining                

the purchase consideration for a business. 
● These are also useful for settling trade disputes for higher wages or bonus as well as claims in respect of                    

damage suffered by property, by fire or some other calamity.  
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● An audit can also help in the detection of wastages and losses to show the different ways by which these might                     

be checked, especially those that occur due to the absence or inadequacy of internal checks or internal control                  
measures.  

● Audit ascertains whether the necessary books of account and allied records have been properly kept and                
helps the client in making good deficiencies or inadequacies in this respect.  

● As an appraisal function, audit reviews the existence and operations of various controls in the               
organisations and reports weaknesses, inadequacies, etc.in them.  

● Audited accounts are of great help in the settlement of accounts at the time of admission or death of partner. 
● Government may require audited and certified statement before it gives assistance or issues a license for a                 

particular trade. 
 
Question  (OBJECTIVE OF IAASB AND WAYS OF ACHIEVING THEM) 
The objective of the IAASB is to serve the public interest by setting high quality auditing standards and by                   
facilitating the convergence of international and national standards, thereby enhancing the quality and             
uniformity of practice throughout the world and strengthening public confidence in the global auditing and               
assurance profession. Advise how this objective would be accomplished.  
 
Answer 
The objective of the IAASB is to serve the public interest by setting high quality auditing standards and by facilitating the                     
convergence of international and national standards, thereby enhancing the quality and uniformity of practice              
throughout the world and strengthening public confidence in the global auditing and assurance profession.  
The IAASB achieves this objective by: 

1. Establishing high quality auditing standards and guidance for financial statement audits that are generally              
accepted and recognized by investors, auditors, governments, banking regulators, securities regulators and other             
key stakeholders across the world;  

2. Establishing high quality standards and guidance for other types of assurance services on both financial and                
non-financial matters;  

3. Establishing high quality standards and guidance for other related services;  
4. Establishing high quality standards for quality control covering the scope of services addressed by the IAASB;                

and  
5. Publishing other pronouncements on auditing and assurance matters, thereby advancing public understanding of             

the roles and responsibility of professional auditors and assurance service providers. 
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MTP 2 May 2018 
 
Question 
Examine with reasons (in short) whether the following statements are correct or incorrect: 
(i) 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. This is                 
because there are inherent limitations of an audit. (SA 200) 
Answer 
Correct :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. This is because there                   
are inherent limitations of an audit, which result in most of the audit evidence on which the auditor draws conclusions                    
and bases the auditor’s opinion being persuasive rather than conclusive.  
 
(ii) As explained in SA 200, absolute assurance is obtained when the auditor has obtained sufficient appropriate                 
audit evidence to reduce audit risk.   (SA 200) 
 
Answer 
Incorrect: As explained in SA 200, “Overall Objectives of the Independent Auditor and the Conduct of an Audit in                   
Accordance with Standards on Auditing”, reasonable assurance is obtained when the auditor has obtained sufficient               
appropriate audit evidence to reduce audit risk (i.e., the risk that the auditor expresses an inappropriate opinion when                  
the financial statements are materially misstated) to an acceptably low level. The sufficiency and appropriateness of                
audit evidence are interrelated.  
 
Question  (RELATIONSHIP OF AUDITING WITH OTHER DISCIPLINES - AUDITING AND STATISTICS) 
With the emergence of test check procedure, discipline of statistics has come quite close to auditing as the                  
auditor is also expected to have the knowledge of statistical sampling so as to arrive at meaningful conclusions.                  
Analyse  
 
Answer 
Statistics and Auditing: 
With the passage of time, test check procedures in auditing have become part of generally accepted auditing                 
procedures(GAAP).  
With the emergence of test check procedure, discipline of statistics has come quite close to auditing as the auditor is also                     
expected to have the knowledge of statistical sampling so as to arrive at meaningful conclusions.  
 
The knowledge of mathematics is also required on the part of auditor particularly at the time of verification of                   
inventories. The use of data analytics is advancing rapidly in auditing where many organizations are using continuous                 
auditing and continuous monitoring of data to identify risks as part of their system of internal control. 
 
Question  (SA 210) 
It is important both for the auditor and client that each party should be clear about the nature of the                    
engagement. It must be reduced to writing and should exactly specify the scope of the work. Explain 
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Answer 
Legal requirement to get the accounts audited so far extends only to companies, registered societies etc. In these cases                   
the respective law governs the appointment of auditors and their duties. In all other cases, it is a matter of contract.  
It is therefore important, both for the auditor and client, that each party should be clear about the nature of the                     
engagement.  
It must be reduced to writing and should exactly specify the scope of the work.  
The audit engagement letter is sent by the auditor to his client. The ICAI has issued SA 210 “Agreeing the Terms of Audit                       
Engagements” on the subject.  
It is in the interest of both the auditor and the client to issue an engagement letter so that the possibility of                      
misunderstanding is reduced to a great extent. 
In the case of partnerships, a few more precautions are needed. The appointment of the auditor is normally governed by                    
the partnership deed. The accountant, when he is approached for undertaking a professional assignment by a firm or a                   
partner of a firm, should first get a clear idea of the nature of the service required and then ensure, with reference to the                        
terms of the partnership agreement that his appointment is valid.  
According to SA 210 “Agreeing the Terms of Audit Engagements”, The auditor shall agree the terms of the audit                   
engagement with management or those charged with governance, as appropriate. 
 
The agreed terms of the audit engagement shall be recorded in an audit engagement letter or other suitable form of                    
written agreement and shall include:  

● The objective and scope of the audit of the financial statements;  
● The responsibilities of the auditor;  
● The responsibilities of management;  
● Identification of the applicable financial reporting framework for the preparation of the financial statements; and  
● Reference to the expected form and content of any reports to be issued by the auditor and a statement that there                     

may be circumstances in which a report may differ from its expected form and content. 
If law or regulation prescribes in sufficient detail the terms of the audit engagement, the auditor need not record 
them in a written agreement, except for the fact that such law or regulation applies and that management 
acknowledges and understands its responsibilities.  
 
Question (AUDITOR’S OPINION & MEANING OF PERVASIVENESS) 
The auditor of PQR LTD. is unable to obtain sufficient appropriate audit evidence and also auditor thinks that                  
the possible effects of undetected misstatements on the financial statements would be both material and               
pervasive. The auditor perceives the situation involving multiple uncertainties there by the auditor concludes              
that 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.  
Advise and explain the type of opinion auditor would issue in the given circumstances. You are also required to                   
explain the meaning of pervasive in this regard.  
 
Answer 
The auditor shall disclaim an opinion when the auditor is unable to obtain sufficient appropriate audit evidence on                  
which to base the opinion, and the auditor concludes that the possible effects on the financial statements of undetected                   
misstatements, if any, could be both material and pervasive. 
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The auditor shall disclaim an opinion when, in extremely rare circumstances involving multiple uncertainties, the               
auditor concludes that, notwithstanding having obtained sufficient appropriate audit evidence regarding each of the              
individual uncertainties, 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. 
Meaning of Pervasive – A term used, in the context of misstatements, to describe the effects on the financial statements                    
of misstatements or the possible effects on the financial statements of misstatements, if any, that are undetected due to                   
an inability to obtain sufficient appropriate audit evidence. 
Pervasive effects on the financial statements are those that, in the auditor’s judgment: 

i. Are not confined to specific elements, accounts or items of the financial statements;  
ii. If so confined, represent or could represent a substantial proportion of the financial statements; or  

iii. In relation to disclosures, are fundamental to users’ understanding of the financial statements. 
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May 2018 Exam Question 
 
Question 
Examine with reasons (in short) whether the following statements are correct or incorrect: 
(i) An Auditor is considered to lack independence if the partner of the audit firm deals with shares and                   
securities of the audited entity. (INDEPENDENCE - THREATS TO INDEPENDENCE -ALSO REFER CHAPTER                    
10) 
 
Answer 
Correct: As per section 141 (3)(d), a person shall not be eligible for appointment as an auditor of a company namely- a                      
person, or his relative or partner is holding any security of or interest in the company or its subsidiary, or of its holding                       
or associate company or a subsidiary of such holding company. From the above it can be concluded that if the partner                     
deals with shares and securities of the audited entity, he would be lacking independence, hence, disqualified to be                  
appointed as an auditor. 
Further, the Code of Ethics for Professional Accountants, prepared by the International Federation of Accountants (IFAC)                
identifies five types of threats and if partner of the firm deals with shares and securities of the audited firm then such                      
threat is known as the Advocacy Threats and auditor will be lacking independence. 
 
Question (PRINCIPAL ASPECTS TO BE COVERED WHILE CONDUCTING AN AUDIT OF FINANCIAL                      
STATEMENTS)(REPEAT QUESTION) 
Principal aspects to be considered by an auditor while conducting an audit of final statements of accounts. 
 
Answer 
Refer RTP May 2018 Question 3  
 
Question (TRUE AND FAIR VIEW) 
What constitutes a 'true and fair' view, is the matter of an auditor's judgement in the particular circumstances of                   
a case. In order to ensure 'true and fair' view, auditor has to review certain points. Mention any such 5 (five)                     
points in brief. 
 
Answer 
True and Fair View:  
To ensure true and fair view, an auditor has to see: 

i. that the assets are neither undervalued or overvalued, according to the applicable accounting principles, 
ii. no material asset is omitted; 

iii. the charge, if any, on assets are disclosed; 
iv. material liabilities should not be omitted; 
v. the profit and loss account and balance sheet discloses all the matters required to be disclosed; 

vi. accounting policies have been followed consistently; and 
vii. all unusual, exceptional or non-recurring items have been disclosed separately. 

 
Question  (ASSERTIONS) 
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Name the assertions for the following audit procedures: 
(i)     Year end inventory verification. 
(ii)   Depreciation has been properly charged on all assets. 
(iii)  The title deeds of the lands disclosed in the Balance Sheet are held in the name of  the company. 
(iv)  All liabilities are properly recorded in the financial statements. 
(v)   Related party transactions are shown properly. 
 
Answer 
(i)   Year end inventory verification: Existence Assertion. 
(ii)   Depreciation has been properly charged on all assets: Valuation Assertion. 
(iii) Title deed of lands disclosed in the Balance Sheet are held in the name of the Company: Rights & Obligations                     
Assertion. 
(iv)   All liabilities are properly recorded in the financial statements: Completeness. 
(v)    Related party transactions are shown properly: Presentation & Disclosure. 
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November 2018 
 

RTP November 2018 
 
Question  
State with reason (in short) whether the following statements are true or false: 
(i) 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.  (GENERAL)  
 
Answer 
Incorrect: The preparation of financial statements involves judgment by management in applying the requirements of               
the entity’s applicable financial reporting framework to the facts and circumstances of the entity. In addition, many                 
financial statement items involve subjective decisions or assessments or a degree of uncertainty, and there may be a                  
range of acceptable interpretations or judgments that may be made. 

 

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

(GENERAL) 

Answer 

Incorrect: Fraud may involve sophisticated and carefully organised schemes designed to conceal it. Therefore, audit               
procedures used to gather audit evidence may be ineffective for detecting an intentional misstatement that involves, for                 
example, collusion to falsify documentation which may cause the auditor to believe that audit evidence is valid when it is                    
not. The auditor is neither trained nor expected to be an expert in the authentication of documents. 

 

(iii)  An audit is an official investigation into alleged wrongdoing. (GENERAL) 

Answer 

Incorrect: An audit is not an official investigation into alleged wrongdoing. Accordingly, the auditor is not given specific                  
legal powers, such as the power of search, which may be necessary for such an investigation. 
 
Question  (SA 220 - RESPONSIBILITIES OF ENGAGEMENT PARTNER) 
The firm’s system of quality control should include policies and procedures addressing each element. Explain  
 
Answer 
The firm’s system of quality control should include policies and procedures addressing each of the following elements: 
(a)    Leadership responsibilities for quality within the firm. 
(b)    Ethical requirements. 
(c)    Acceptance and continuance of client relationships and specific engagements. 
(d)    Human resources. 
(e)    Engagement performance. 
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(f)     Monitoring. 
 
Question (ADVANTAGES OF GETTING ACCOUNTS AUDITED)(REPEAT QUESTION) 
The chief utility of audit lies in reliable financial statements on the basis of which the state of affairs may be easy                      
to understand. Apart from this obvious utility, there are other advantages of audit. Some or all of these are of                    
considerable value even to those enterprises and organisations where audit is not compulsory. Explain. 
 
Answer 
Refer MTP 1 May 2018  
 
Question (SA 200 - INHERENT LIMITATIONS OF AUDIT) 
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. This is                 
because there are inherent limitations of an audit. Explain 
 
Answer 
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. This is because there are                   
inherent limitations of an audit. The inherent limitations of an audit arise from: 

1. The Nature of Financial Reporting: The preparation of financial statements involves judgment by management              
in applying the requirements of the entity’s applicable financial reporting framework to the facts and               
circumstances of the entity. In addition, many financial statement items involve subjective decisions or              
assessments or a degree of uncertainty, and there may be a range of acceptable interpretations or judgments that                  
may be made. 

2. The Nature of Audit Procedures: There are practical and legal limitations on the auditor’s ability to obtain                 
audit evidence. For example: 

a. There is the possibility that management or others may not provide, intentionally or unintentionally, the               
complete information that is relevant to the preparation and presentation of the financial statements or               
that has been requested by the auditor. 

b. Fraud may involve sophisticated and carefully organised schemes designed to conceal it. Therefore, audit              
procedures used to gather audit evidence may be ineffective for detecting an intentional misstatement              
that involves, for example, collusion to falsify documentation which may cause the auditor to believe that                
audit evidence is valid when it is not. The auditor is neither trained nor expected to be an expert in the                     
authentication of documents. 

c. An audit is not an official investigation into alleged wrongdoing. Accordingly, the auditor is not given                
specific legal powers, such as the power of search, which may be necessary for such an investigation. 

3. Timeliness of Financial Reporting and the Balance between Benefit and Cost: The matter of difficulty, time,                
or cost involved is not in itself a valid basis for the auditor to omit an audit procedure for which there is no                       
alternative. 

Appropriate planning assists in making sufficient time and resources available for the conduct of the audit.                
Notwithstanding this, the relevance of information, and thereby its value, tends to diminish over time, and there                 
is a balance to be struck between the reliability of information and its cost. 
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4. Other Matters that Affect the Limitations of an Audit: In the case of certain subject matters, limitations on the                   
auditor’s ability to detect material misstatements are particularly significant. Such assertions or subject matters              
include: 

-        Fraud, particularly fraud involving senior management or collusion. 

-        The existence and completeness of related party relationships and transactions. 

-        The occurrence of non-compliance with laws and regulations. 

-        Future events or conditions that may cause an entity to cease to continue as a going concern. 

 
Question  (RELATIONSHIP OF AUDITING WITH OTHER DISCIPLINE - AUDITING AND LAW) 
The relationship between auditing and law is very close one. Discuss. 
 
Answer 
The relationship between auditing and law is very close one. Auditing involves examination of various transactions                
from the view point of whether or not these have been properly entered into. It necessitates that an auditor should have                     
a good knowledge of business laws affecting the entity. He should be familiar with the law of contracts, negotiable                   
instruments, etc. The knowledge of taxation laws is also inevitable as entity is required to prepare their financial                  
statements taking into account various provisions affected by various tax laws. In analysing the impact of various                 
transactions particularly from the accounting aspect, an auditor ought to have a good knowledge about the direct as well                   
as indirect tax laws. 
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MTP 1 November 2018 
 
Question  
Examine with reasons (in short) whether the following statements are correct or incorrect: 
(i) As per SA 220, the engagement partner shall be responsible for the overall quality on each audit engagement                   
assigned to him. (SA 220) 
 
Answer 
Correct: As per SA 220 “Quality Control for an Audit of Financial Statements”, the engagement partner shall take                  
responsibility for the overall quality on each audit engagement to which that partner is assigned. 
 

(ii)  Misstatements in the financial statements can arise from fraud only. (GENERAL)(REPEAT QUESTION) 
 
Answer 
Refer MTP 1 May 2018  
 

(iii)  The auditor shall express an adverse opinion when: 
(AUDITOR’S OPINION)(REPEAT QUESTION) 

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

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

 
Answer 
Refer MTP 1 May 2018 Question 1 

 
Question  (SA 220) 
As per SA 220, the engagement partner shall take responsibility for the overall quality on each audit                 
engagement to which that partner is assigned. While taking responsibility for the overall quality on each audit                 
engagement, analyse and explain the emphasis of the actions of the engagement partner and appropriate               
messages to the other members of the engagement team . Also define engagement partner. 
 
Answer 
As per SA 220 “Quality Control for an Audit of Financial Statements”, the engagement partner shall take                 
responsibility for the overall quality on each audit engagement to which that partner is assigned. 
 
The actions of the engagement partner and appropriate messages to the other members of the engagement team, in                  
taking responsibility for the overall quality on each audit engagement, emphasise: 
 

(a)    The importance to audit quality of: 
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(i)      Performing work that complies with professional standards and regulatory and legal requirements; 

(ii)     Complying with the firm’s quality control policies and procedures as applicable; 

(iii)    Issuing auditor’s reports that are appropriate in the circumstances; and 

(iv)   The engagement team’s ability to raise concerns without fear of reprisals; and 

 

(b)    The fact that quality is essential in performing audit engagements. 

Engagement partner defined 

Engagement partner refers to the partner or other person in the firm who is responsible for the audit engagement and                    
its performance, and for the auditor’s report that is issued on behalf of the firm, and who, where required, has the                     
appropriate authority from a professional, legal or regulatory body. 

 
Question (THREATS TO INDEPENDENCE) 
The Code of Ethics for Professional Accountants, prepared by the International Federation of Accountants (IFAC)               
identifies five types of  threats. Explain. 
 
Answer 
The Code of Ethics for Professional Accountants, prepared by the International Federation of Accountants (IFAC)               
identifies five types of threats. These are: 

1. Self-interest threats, which occur when an auditing firm, its partner or associate could benefit from a financial                 
interest in an audit client. Examples include  

a. direct financial interest or materially significant indirect financial interest in a client,  
b. loan or guarantee to or from the concerned client,  
c. undue dependence on a client’s fees and, hence, concerns about losing the engagement,  
d. close business relationship with an audit client,  
e. potential employment with the client, and  
f. contingent fees for the audit engagement. 

2. Self-review threats, which occur when during a review of any judgement or conclusion reached in a previous                 
audit or non-audit engagement (Non audit services include any professional services provided to an entity by an                 
auditor, other than audit or review of the financial statements. These include management services, internal               
audit, investment advisory service, design and implementation of information technology systems etc.), or when              
a member of the audit team was previously a director or senior employee of the client. Instances where such                   
threats come into play are  

a. when an auditor having recently been a director or senior officer of the company, and  
b. when auditors perform services that are themselves subject matters of audit. 

3. Advocacy threats, which occur when the auditor promotes, or is perceived to promote, a client’s opinion to a                  
point where people may believe that objectivity is getting compromised, e.g. when an auditor deals with shares                 
or securities of the audited company, or becomes the client’s advocate in litigation and third party disputes. 

4. Familiarity threats are self-evident, and occur when auditors form relationships with the client where they end                
up being too sympathetic to the client’s interests. This can occur  in many ways:  

a. a close relative of the audit team working in a senior position in the client company,  
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b. former partner of the audit firm being a director or senior employee of the client,  
c. long association between specific auditors and their specific client counterparts, and  
d. acceptance of significant gifts or hospitality from the client company, its directors or employees. 

5. Intimidation threats, which occur when auditors are deterred from acting objectively with an adequate degree               
of professional skepticism. Basically, these could happen because of threat of replacement over disagreements              
with the application of accounting principles, or pressure to disproportionately reduce work in response to               
reduced audit fees. 
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MTP 2 November 2018 
 
Question  
Examine with reasons (in short) whether the following statements are correct or incorrect:  
(i) The auditor shall express an adverse opinion when:  
(AUDITOR’S OPINION)(REPEAT QUESTION) 

a. The auditor, having obtained sufficient appropriate audit evidence, concludes that misstatements,  
b. The auditor is unable to obtain sufficient appropriate audit evidence on which to base the opinion, but                 

the auditor concludes that the possible effects on the financial statements of undetected misstatements, if               
any, could be material but not pervasive  

 
Answer 
Refer MTP 1 May 2018  
 

(ii)  Misstatements in the financial statements can arise from fraud only.(GENERAL)(REPEAT QUESTION) 
 
Answer 
Refer MTP 1 May 2018  
 
Question 2.  (ADVANTAGES OF GETTING ACCOUNTS AUDITED)(REPEAT QUESTION) 
PACE is proprietorship firm of Mr Abhinav engaged in the manufacturing of textile and handloom products. It                 
sells its finished products both in the domestic as well as in the international market. The company is making                   
total turnover of Rs. 50 crores. It has also availed cash credit limit of Rs. 5 crores from Axis Bank. In the year                       
2017-18, proprietor of the firm is worried about the financial position of the company and is under the                  
impression that since he is out of India, therefore firm might run into losses. He approaches CA Mahesh about                   
the advantages of getting his accounts audited throughout the year so that he may not suffer due to accounting                   
weaknesses. Advise regarding advantages of getting accounts audited. 
 
Answer 
Refer MTP 1 May 2018 
 
Question 3. (THREATS TO INDEPENDENCE)(REPEAT QUESTION) 
The auditor should be straightforward, honest and sincere in his approach to his professional work. He must be                  
fair and must not allow prejudice or bias to override his objectivity. He should maintain an impartial attitude                  
and both be and appear to be free of any interest which might be regarded as being incompatible with integrity                    
and objectivity. Many different circumstances, or combination of circumstances, may be relevant and             
accordingly it is impossible to define every situation that creates threats to independence and specify the                
appropriate mitigating action that should be taken. In addition, the nature of assurance engagements may differ                
and consequently different threats  may exist requiring the application of different safeguards. 
Explain stating clearly the five types of threats as contained in Code of Ethics for Professional Accountants,                 
prepared by the  International Federation of Accountants (IFAC) . 
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Answer 
The auditor should be straightforward, honest and sincere in his approach to his professional work. He must be                   
fair and must not allow prejudice or bias to override his objectivity. He should maintain an impartial attitude and both be                     
and appear to be free of any interest which might be regarded as being incompatible with integrity and objectivity. 
Many different circumstances, or combination of circumstances, may be relevant and accordingly it is impossible to                
define every situation that creates threats to independence and specify the appropriate mitigating action that should be                 
taken. In addition, the nature of assurance engagements may differ and consequently different threats may exist                
requiring the application of different safeguards. 
 
Refer MTP 1 November 2018  
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November 2018 Exam Question 
 
Question  
State with reason (in short) whether the following statements are true or false: 
(i) Judgemental matters are transactions that are unusual due to either its size or nature and that therefore                  
occur infrequently. (SIGNIFICANT  RISK) 
 
Answer 
Incorrect: Significant risks often relate to significant non-routine transactions or judgemental matters. Non-routine             
transactions are transactions that are unusual, due to either size or nature, and that therefore occur infrequently.                 
Judgemental matters may include the development of accounting estimates for which there is significant measurement               
uncertainty. Thus judgemental matters are not always unusual due to their size or nature.  
 
(ii) Management of the organization is solely responsible for the compliance of auditing standards while               
preparing financial statements.  (GENERAL) 
 
Answer 
Incorrect: As per Section 143(9) of the Companies Act, 2013, every auditor shall comply with the auditing standards. 
(iii) An auditor should issue a disclaimer of opinion when there is a difference of opinion between him and the                    
management on a particular point.   (AUDITOR’S OPINION) 
 
Answer 
Incorrect: The auditor shall disclaim an opinion when the auditor is unable to obtain sufficient appropriate audit                 
evidence on which to base the opinion, and the auditor concludes that the possible effects on the financial statements of                    
undetected misstatements, if any, could be both material and pervasive. In case of difference of opinion, either the                  
auditor will issue a qualified report or adverse report and not a disclaimer of opinion.  
 
Question  
"Professional judgment is essential to the proper conduct of an audit." Discuss. (GENERAL) 
 
Answer 
Professional judgment is essential to the proper conduct of an audit. This is because interpretation of relevant                 
ethical requirements and the SAs and the informed decisions required throughout the audit cannot be made without the                  
application of relevant knowledge and experience to the facts and circumstances. Professional judgment is necessary in                
particular regarding decisions about:  

i. Materiality and audit risk.  
ii. The nature, timing, and extent of audit procedures used to meet the requirements of the SAs and gather audit                   

evidence.  
iii. Evaluating whether sufficient appropriate audit evidence has been obtained, and whether more needs to be done                

to achieve the objectives of the SAs and thereby, the overall objectives of the auditor.  
iv. The evaluation of management’s judgments in applying the entity’s applicable financial reporting framework.  
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v. The drawing of conclusions based on the audit evidence obtained, for example, assessing the reasonableness of                

the estimates made by management in preparing the financial statements.   
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May 2019 
 

RTP May 2019 
 
Question 
State with reason (in short) whether the following statements are true or false: 
(i) 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. (GENERAL)(REPEAT QUESTION) 
 
Answer 
Refer RTP November 2018 Question 1 

 

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

(GENERAL)(REPEAT QUESTION) 
 
Answer 
Refer RTP November 2018 Question 1 
 

(iii)      An audit is an official investigation into alleged wrongdoing. (GENERAL)(REPEAT QUESTION) 

 
Answer 
Refer RTP November 2018 Question 1 
 
(iv) 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.  (GENERAL) 
 
Answer 
Incorrect: The matter of difficulty, time, or cost involved is not in itself a valid basis for the auditor to omit an audit                       
procedure for which there is no alternative. 
Appropriate planning assists in making sufficient time and resources available for the conduct of the audit.                
Notwithstanding this, the relevance of information, and thereby its value, tends to diminish over time, and there is a                   
balance to be struck between the reliability of information and its cost. 
 
Question 
Explain the overall objective of the auditor as contained in SA 200. (SA 200 - OVERALL OBJECTIVE OF THE                         
AUDITOR) 
 
Answer 
As per SA-200 “Overall Objectives of the Independent Auditor”, in conducting an audit of financial statements, the overall                  
objectives of the auditor are: 
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1. To obtain reasonable assurance about whether the financial statements as a whole are free from material                

misstatement; and 
2. To report on the financial statements, and communicate as required by the SAs,in accordance with the auditor’s                 

findings. 
 
Question (OBJECTIVES OF  IAASB) (REPEAT QUESTION) 
The IAASB functions as an independent standard-setting body under the auspices of IFAC. Explain stating the                
objective of IAASB and  also  how  it  achieves  those objectives. 
 
Answer 
Objectives of International Auditing and Assurance Standards Board: 
In 1977, the International Federation of Accountants (IFAC) was set up with a view to bringing harmony in the                   
profession of accountancy on an international scale. In pursuing this mission, the IFAC Board has established the                 
International Auditing and Assurance Standards Board (IAASB) to develop and issue, in the public interest and under                 
its own authority, high quality auditing standards for use around the world. The IFAC Board has determined that                  
designation of the IAASB as the responsible body, under its own authority and within its stated terms of reference,                   
best  serves  the  public interest in achieving this aspect of its mission. 
The IAASB functions as an independent standard-setting body under the auspices of IFAC. The objective of the IAASB is                   
to serve the public interest by setting high quality auditing standards and by facilitating the convergence of international                  
and national standards, thereby enhancing the quality and uniformity of practice throughout the world and               
strengthening public confidence in the global auditing and assurance profession.  
Refer MTP 1 May 2018 Question 3 

 

Question (QUALITIES OF AN AUDITOR) 
Lord Justice Lindley in the course of the judgment in the famous London & General Bank case had succinctly                   
summed up the overall view of what an auditor should be as regards the personal qualities. Explain stating also                   
the qualities of Auditor.  
 
Answer 
It is not enough to realise what an auditor should be. He is concerned with the reporting on financial matters of business                      
and other institutions. Financial matters inherently are to be set with the problems of human fallibility; errors and frauds                   
are frequent. The qualities required, according to Dicksee, are tact, caution, firmness, good temper, integrity, discretion,                
industry, judgement, patience, clear headedness and reliability. In short, all those personal qualities that go to make a                  
good businessman contribute to the making of a good auditor. In addition, he must have the shine of culture for attaining                     
a great height. He must have the highest degree of integrity backed by adequate independence. In fact, Code of ethics                    
mentions integrity, objectivity and independence as one of the fundamental principles of professional ethics.  
He must have a thorough knowledge of the general principles of law which govern matters with which he is likely to be                      
in intimate contact. The Companies Act need special mention but mercantile law, especially the law relating to contracts,                  
is no less important. Needless to say, where undertakings are governed by a special statute, its knowledge will be                   
imperative; in addition, a sound knowledge of the law and practice of taxation is unavoidable.  
He must pursue an intensive programme of theoretical education in subjects like financial and management accounting,                
general management, business and corporate laws, computers and information systems, taxation, economics, etc. Both              
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practical training and theoretical education are equally necessary for the development of professional competence of an                
auditor for undertaking any kind of audit assignment.  
The auditor should be equipped not only with a sufficient knowledge of the way in which business generally is conducted                    
but also with an understanding of the special features peculiar to a particular business whose accounts are under audit.                   
The auditor, who holds a position of trust, must have the basic human qualities apart from the technical requirements of                    
professional training and education.  
He is called upon constantly to critically review financial statements and it is obviously useless for him to attempt that                    
task unless his own knowledge is that of an expert. An exhaustive knowledge of accounting in all its branches is the sine                      
qua non of the practice of auditing. He must know thoroughly all accounting principles and techniques.  
Lord Justice Lindley in the course of the judgment in the famous London & General Bank case had succinctly summed up                     
the overall view of what an auditor should be as regards the personal qualities. He said, “an auditor must be honest that                      
is, he must not certify what he does not believe to be true and must take reasonable care and skill before he believes that                        
what he certifies is true”.  
 
Question  (ETHICAL REQUIREMENTS RELATING TO AN AUDIT OF FINANCIAL  STATEMENTS) 
Relevant ethical requirements ordinarily comprise the Code of Ethics for Professional Accountants (IESBA Code)              
related to an audit of financial statements. Discuss with reference to those fundamental principles of               
professional ethics. 
 
Answer 
 Ethical Requirements Relating to an Audit of Financial Statements:  
The auditor shall comply with relevant ethical requirements, including those pertaining to independence, relating to               
financial statement audit engagements. Relevant ethical requirements ordinarily comprise the Code of Ethics for              
Professional Accountants (IESBA Code) related to an audit of financial statements. 
The Code establishes the following as the fundamental principles of professional ethics relevant to the auditor when                 
conducting an audit of financial statements: 

(a) Integrity; 
(b) Objectivity; 
(c) Professional competence and due care; 
(d) Confidentiality; and 
(e) Professional behavior 
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MTP 1 May 2019 
 
Question  
Multiple Choice Questions 
(i) The matter of difficulty, time, or cost involved is : 
(GENERAL) 

a. not in itself a valid basis for the auditor to omit an audit procedure for which there is no alternative.  
b. in itself a valid basis for the auditor to omit an audit procedure for which there is no alternative. 
c. not in itself a valid basis for the auditor to omit an audit procedure for which alternative exists.  
d. not in itself a valid basis for the auditor to omit an audit procedure.  

 
Answer 
(a) 
 
(ii) _____ are self-evident, and occur when auditors form relationships with the client where they end up being                  
too sympathetic to the client’s interests. (THREATS TO INDEPENDENCE) 

a. Self-review threats  
b. Familiarity threats  
c. Intimidation threats  
d. Advocacy threats  

 
Answer 
(b) 
 
3.   Which of the following is correct : (AUDITOR’S OPINION) 

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

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

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

d. The auditor shall express an adverse opinion when the auditor, having obtained sufficient appropriate              
audit evidence, concludes that misstatements, individually or in the aggregate, are material, but not              
pervasive to the financial statements 

 
Answer 
(c) 
 
Question  
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Examine with reasons (in short) whether the following statements are correct or incorrect:  
(i)  The auditor shall express an adverse opinion when: 
(AUDITOR’S OPINION)(REPEAT QUESTION) 

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

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

 
Answer 
Refer MTP 1 May 2018 
 
Question (PRINCIPAL ASPECTS TO BE COVERED WHILE CONDUCTING AN AUDIT OF FINANCIAL                      
STATEMENTS)(REPEAT QUESTION) 
SWM is proprietorship firm engaged in the manufacturing of different kinds of yarns. It sells its finished                 
products both in the domestic as well as in the international market. The company is making total turnover of                   
Rs. 30 crores. It has also availed cash credit limit of Rs.. 3 crores from Dena Bank. In the year 2018-19.                     
Proprietor of the firm is worried about the financial position of the company and is under the impression that                   
since he is out of India, therefore firm might not run well. He approaches an Internal Auditor about as to what                     
would be covered in Audit. Advise regarding principal aspects (any four) to be covered in getting accounts                 
audited. 
 
Answer 
Refer RTP May 2018  
 
Question (OBJECTIVES OF IAASB)(REPEAT QUESTION) 
The objective of the IAASB is to serve the public interest by setting high quality auditing standards and by                   
facilitating the convergence of international and national standards, thereby enhancing the quality and             
uniformity of practice throughout the world and strengthening public confidence in the global auditing and               
assurance profession. Advise how this objective would be accomplished. 
 
Answer 
Refer MTP 1 May 2018  
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MTP 2 May 2019 
 
Question 
Multiple Choice Questions 
(i) If the auditor concludes that there is reasonable justification to change the engagement and if the audit work                   
performed complies with the SAs applicable to the changed engagement, the report issued would be appropriate                
for the revised terms of engagement. In order to avoid confusion, the report would not include reference to:  
(AUDIT ENGAGEMENT) 

a. the original engagement; or any procedures that may have been performed in the original engagement.  
b. the original engagement;  
c. any procedures that may have been performed in the original engagement  
d. the original engagement and any procedures that may have been performed in the original engagement.  

 
Answer  
(a) 
 
(ii) Which of the following is correct :  (AUDIT RISK) 

a. 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.  

b. The auditor is expected to and can reduce audit risk to zero and can therefore obtain absolute assurance.  
c. The auditor is not expected to, and cannot, reduce audit risk to zero and cannot therefore obtain                 

reasonable assurance that the financial statements are free from material misstatement due to fraud or               
error. 

d. The auditor is expected to and can reduce audit risk to zero and can therefore obtain reasonable                 
assurance that the financial statements are free from material misstatement due to fraud or error.  

 
Answer 
(a) 
 
(iii) ______________ refers to a difference between the amount, classification, presentation, or disclosure of a               
reported financial statement item and the amount, classification, presentation, or disclosure that is required for               
the item to be in accordance with the applicable financial reporting framework. (GENERAL)  

a. Misstatement  
b. Error  
c. Fraud  
d. Any of the above  

 
Answer 
(a) 
 
(iv) If the auditor is unable to obtain sufficient appropriate audit evidence regarding the opening balances, the                 
auditor shall express :  (AUDITOR’S OPINION) 
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a. a disclaimer opinion  
b. a qualified opinion  
c. a qualified opinion or a disclaimer of opinion, as appropriate, in accordance with SA 705.  
d. unmodified opinion 

 
Answer 
(c) 
 
Question 
Examine with reasons (in short) whether the following statements are correct or incorrect:  
(i) The objective of audit is to obtain absolute assurance about whether the financial statements as a whole are                   
free from material misstatement.  (OBJECTIVE OF AN AUDIT)  
 
Answer 
Incorrect: The objective of audit is to obtain reasonable assurance about whether the financial statements as a whole                  
are free from material misstatement. In auditing, reasonable assurance can be given which is high level assurance but not                   
absolute assurance. 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. This is                  
because there are inherent limitations of an audit. 
(ii) Engagement partner refers to the partner or other person in the firm who is responsible for the audit                   
engagement. (ENGAGEMENT PARTNER) 
 
Answer 
Correct: Engagement partner refers to the partner or other person in the firm who is responsible for the audit                   
engagement and its performance and for the auditors report that is issued on ehaf of the firm, and who, where required,                     
has the appropriate authority from a professional, legal or regulatory body.  
(iii) There is no need to put the nature of engagement to writing. (AUDIT ENGAGEMENT LETTER) 
 
Answer 
Incorrect: It is important, both for the auditor and client, that each party should be clear about the nature of the                     
engagement. It must be reduced to writing and should exactly specify the scope of the work. 
 
Question (SA 200) 
The auditor’s report shall include a section with a heading “Responsibilities of Management for the Financial                
Statements.” SA 200 explains the premise, relating to the responsibilities of management and, where              
appropriate, those charged with governance, on which an audit in accordance with SAs is conducted.  Explain. 
 
Answer 
The auditor's report shall include a section with a heading responsibilities of management for the financial statements                 
SA 200 explains the premise, relating to the responsibilities of management and, where appropriate, those charged with                 
governance, on which an audit in accordance with SAs is conducted. Management and, where appropriate, those charged                 
with governance accept responsibility for the preparation of the financial statements. Management also accepts              
responsibility for such internal control as it determines is necessary to enable the preparation of financial statements                 
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that are free from material misstatement, whether due to fraud or error. The description of management's                
responsibilities in the auditor's report includes reference to other responsibilities as it helps to explain to users the                  
premise on which an audit is conducted.  
 
This section of the auditor’s report shall describe management’s responsibility for:  

a. Preparing the financial statements in accordance with the applicable financial reporting framework, and for such               
internal control as management determines is necessary to enable the preparation of financial statements that               
are free from material misstatement, whether due to fraud or error; (or for establishing and maintaining effective                 
internal control over financial reporting) to prevent and detect fraud.] and  

b. Assessing the entity’s ability to continue as a going concern and whether the use of the going concern basis of                    
accounting is appropriate as well as disclosing, if applicable, matters relating to going concern The explanation                
of management's responsibilities for this assessment shall include a description of when the use of the going                 
concern basis of accounting is appropriate.  

 
Question (ETHICAL REQUIREMENTS RELATING TO AN AUDIT OF FINANCIAL STATEMENTS) 
The auditor shall comply with relevant ethical requirements, including those pertaining to independence,             
relating to financial statement audit engagements.  
 
Answer 
Refer RTP May 2019  
Ethical Requirements Relating to an Audit of Financial Statements: The auditor shall comply with relevant ethical                
requirements, including those pertaining to independence, relating to financial statement audit engagements. Relevant             
ethical requirements ordinarily comprise the Code of Ethics for Professional Accountants (IESBA Code) related to an                
audit of financial statements. The Code establishes the following as the fundamental principles of professional ethics                
relevant to the auditor when conducting an audit of financial statements :  
(a) Integrity;  
(b) Objectivity;  
(c) Professional competence and due care;  
(d) Confidentiality; and  
(e) Professional behavior 
 
Question (ASSERTIONS) 
State assertions that are implied in the extract of financial statement given below:  

   (Rs.) 

 Plant & Machinery (at Cost)   4,00,000 

Less: Depreciation:  1,40,000  

 Up to Previous year  26,000  

 For the year  1,66,000 
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   2,34,000 

i. Indicate assertions in respect of transactions and events for the period relating to Fixed Assets.  
ii. State specific assertions relating to the above extract of financial statement. 

 
Answer 
 

i. Assertions about transactions and events for the period relating to fixed assets :  
a. Occurrence: transactions and events relating to fixed assets have been recorded have occurred and              

pertain to the entity.  
b. Completeness: all transactions and events relating to fixed assets that should have been recorded have               

been recorded.  
c. Accuracy: amounts and other data relating to recorded transactions and events have been recorded              

appropriately.  
d. Cut-off: transactions and events have been recorded in the correct accounting period.  
e. Classification: transactions and events have been recorded in the proper accounts. 

 
ii. The specific assertions are as follows:  

a. the firm owns the plant and machinery;  
b. the historical cost of plant and machinery is Rs. 4 lacs;  
c. the plant and machinery physically exists;  
d. the asset is being utilised in the business of the company productively;  
e. total charge of depreciation on this asset is Rs. 1,66,000 to date on which Rs. 26,000 relates to the year in                     

respect of which the accounts are drawn up; and  
f. the amount of depreciation has been calculated on recognised basis and the calculation is correct. 

 
Question (THREATS TO INDEPENDENCE - FAMILIARITY THREATS)(REPEAT QUESTION) 
Familiarity threats are self-evident, and occur when auditors form relationships with the client where they end                
up being too sympathetic to the client’s interests. Explain. 
 
Answer 
Familiarity threats are self-evident, and occur when auditors form relationships with the client where they end up being                  
too sympathetic to the clients interests This can occur in many ways ; 
(i)  a close relative of the audit team working in a senior position in the client company,  
(ii)  former partner of the audit firm being a director or senior employee of the client,  
(iii)  long association between specific auditors and their specific client counterparts, and  
(iv)  acceptance of significant gifts or hospitality from the client company, its directors or employees.  
 
Question (AUDITOR’S OPINION) 
The Auditor is fully satisfied with the audit of an entity in respect of its systems and procedures and wants to                     
issue a report without any hesitation. What type of opinion can be given and give reasoning. 
 
Answer 
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Unqualified Opinion:  

1. An unqualified opinion should be expressed when the auditor concludes that the financial statements give a true                 
and fair view in accordance with the financial reporting framework used for the preparation and presentation of                 
the financial statements.  

2. An unqualified opinion indicates, implicitly, that any changes in the accounting principles or in the method of                 
their application, and the effects thereof, have been properly determined and disclosed in the financial               
statements.  

3. An unqualified opinion also indicates that:  
i. the financial statements have been prepared using the generally accepted accounting principles, which             

have been consistently applied;  
ii. the financial statements comply with relevant statutory requirements and regulations; and  

iii. there is adequate disclosure of all material matters relevant to the proper presentation of the financial                
information, subject to statutory requirements, where applicable 
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May 2019 Exam Question 
 
 
Question 
CA Raj, an engagement partner wants to take a decision regarding acceptance and continuance of audit                
engagement. Which information, he should obtain before accepting an engagement  ? 
 
Answer 
SQC 1 requires the firm to obtain information before accepting an engagement. Information such as the following assists                  
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; and 
(d) Significant matters that have arisen during the current or previous audit engagement, and their implications for 

continuing the relationship. 

  

 
 

To get the best out of these notes visit www.edu91.org                                                                                         C1 Trishul |  32 
Join Us on YouTube www.youtube.com/neerajarora 
Join Us on Telegram https://t.me/neerajaroraclasses 
 

http://www.icai.org/
http://www.edu91.org/
http://www.edu91.org/
http://www.youtube.com/neerjarora
https://t.me/neerajaroraclasses


 
We keep on updating our books, notes and videos. You should always study from updated notes with our videos. This Compilation is free of cost for all the 
students. You can download the relevant material from ICAI’s official website (www.icai.org). This entire document has been compiled from ICAI past year 
questions etc. Due care has been taken while compiling this scanner, still if you find any errors in it you can report it on the chat box available at 
www.edu91.org  

 

Study Material 
 
Question 
Multiple choice Questions 
(i) ___________along with other disciplines such as accounting and law, equips you with all the knowledge that is                  
required to enter into auditing as a profession. (RELATIONSHIP OF AUDITING WITH OTHER DISCIPLINES) 
 

a. Auditing  
b. Taxation  
c. Finance  
d. Taxation and Finance both  

 
(ii) No business or institution can effectively carry on its activities without the help of proper ________________ : 
(GENERAL) 

a. Audit 
b. Record and accounts 
c. neither (a) nor (b) 
d. both (a) and (b) 

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

a. To obtain reasonable assurance  
b. To report on the fi nancial statements 
c. Both (a)and (b) above  
d. none of the above 

 
(iv) (IESBA Code) related to an audit of financial statements establishes which of the following as the                 
fundamental principles of professional ethics relevant to the auditor when conducting an audit of five financial                
statements :  
(ETHICAL REQUIREMENTS RELATING TO AN AUDIT OF FINANCIAL  STATEMENTS) 

a. Integrity;  
b. Objectivity; 
c. Professional competence and due care; 
d. All of the above  

 
(v) The auditor’s _________ safeguards the auditor’s ability to form an audit opinion without being affected by any                  
influences. (GENERAL) 

a. Objectivity 
b. Independence  
c. Confidentiality  
d. Integrity  
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Answers 
 
1.(a) 2.(b) 3.(c) 4.(d) 
5.(b) 
 
Question 
State with reasons (in short) whether the following statements are correct or incorrect:  
(i) The basic objective of audit does not change with reference to nature, size or form of an entity . 
(GENERAL) 
 
Answer 
Correct: An audit is an independent examination of fi nancial information of any entity, whether profit oriented or not,                   
and irrespective of its size or legal form, when such an examination is conducted with a view to expressing an opinion                     
thereon. It is clear that the basic objective of auditing, i.e., expression of opinion on financial statements does not change                    
with reference to nature, size or form of an entity. 
 
(ii) The purpose of an audit is to enhance the degree of confidence of intended users in the financial statements.  
(GENERAL) 
 
Answer 
Correct: As per SA 200 “Overall Objectives of the Independent Auditor and the Conduct of an Audit in Accordance with                    
Standards on Auditing”, the purpose of an audit is to enhance the degree of confidence of intended users in the fi nancial                      
statements. This is achieved by the expression of an opinion by the auditor on whether the financial statements are                   
prepared, in all material respects, in accordance with an applicable financial reporting framework. 
 
(iii) 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.  
(AUDIT RISK) 
 
Answer 
Correct: As per SA 200 “Overall Objectives of the Independent Auditor and the Conduct of an Audit in Accordance with                    
Standards on Auditing”, 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. This is                  
because there are inherent limitations of an audit, which result in most of the audit evidence on which the auditor draws                     
conclusions and bases the auditor’s opinion being persuasive rather than conclusive.  
 
(iv) The audit engagement letter is sent by the client to auditor.  (LETTER OF ENGAGEMENT) 
 
Answer 
Incorrect: As per SA 210 “Agreeing the Terms of Audit Engagements”,the Audit engagement letter is sent by the auditor                   
to his client.  
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(v) Specific disclosure is required of the fundamental accounting assumptions followed in the financial              
statements. (AS 1) 
 
Answer 
Incorrect, as per AS 1, “Disclosure of Accounting Policies”, specific disclosure of the fundamental accounting assumption                
is required if they are not followed in the fi nancial statements 
 
Question (INDEPENDENT AUDIT) 
“The independent audit of an entity’s financial statements is a vital service to investors, trade payables, and                 
other participants in economic exchange.” Explain 
 
Answer 
Auditing along with other disciplines such as accounting and law, equips you with all the knowledge that is required to                    
enter into auditing as a profession. No business or institution can effectively carry on its activities without the help of                    
proper records and accounts, since transactions take place at diff erent points of time with numerous persons and                  
entities. The effect of all transactions has to be recorded and suitably analysed to see the results as regards the business                     
as a whole. Periodical statements of account are drawn up to measure the success or failure of the activities in achieving                     
the objective of the organisation. This would be impossible without a systematic record of transactions. Financial                
statements are often the basis for decision making by the management and for corrective action so as to even closing                    
down the organisation or a part of it. All this would be possible only if the statements are reliable; decisions based on                      
wrong accounting statements may prove very harmful or even fatal to the business. For example, if the business has                   
really earned a profit but because of wrong accounting, the annual accounts show a loss, the proprietor may take the                    
decision to sell the business at a loss.  
Thus from the point of view of the management itself, authenticity of financial statements is essential. It is more essential                    
for those who have invested their money in the business but cannot take part in its management, for example,                   
shareholders in a company, such persons certainly need an assurance that the annual statements of accounts sent to                  
them are fully reliable. It is auditing which ensures that the accounting statements are authentic. In today’s economic                  
environment, information and accountability have assumed a larger role than ever before.  
As a result, the independent audit of an entity’s financial statements is a vital service to investors, trade payables, and                    
other participants in economic exchange. 
 
Question (SA 200 - OVERALL OBJECTIVE OF THE AUDITOR)(REPEAT QUESTION) 
State the objectives of Audit according to SA 200 
 
Answer 
Refer RTP May 2018 Question 1 
 
Question (THREATS TO INDEPENDENCE)(REPEAT QUESTION) 
“The Code of Ethics for Professional Accountants, prepared by the International Federation of Accountants              
(IFAC) identified five types of threats.” Explain  
 
Answer 
Refer MTP 1 November 2018 Question 3 
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Question  
Explain clearly meaning of Auditing. How would you as an auditor perform the audit. 
(MEANING AND PERFORMANCE OF AUDIT) 
 
Answer 
Definition  
“An audit is an independent examination of financial information of any entity, whether profit oriented or not, and                  
irrespective of its size or legal form, when such an examination is conducted with a view to expressing an opinion                    
thereon.”  
 
The person conducting audit should take care to ensure that financial statements would not mislead anybody. This he                  
can do honestly by satisfying himself that: 

i. the accounts have been drawn up with reference to entries in the books of account; 
ii. the entries in the books of account are adequately supported by sufficient and appropriate evidence; 

iii. none of the entries in the books of account has been omitted in the process of compilation and nothing which is                     
not in the books of account has found place in the statements; 

iv. the information conveyed by the statements is clear and unambiguous;  
v. the financial statement amounts are properly classified, described and disclosed in conformity with accounting              

standards; and  
vi. the statement of accounts present a true and fair picture of the operational results and of the assets and                   

liabilities. 
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Illustrations 
 
Illustration  (SA 200 - INHERENT LIMITATIONS OF AUDIT) 
MNO Ltd requested the auditor CA P to provide for absolute assurance in respect of its ten branches scattered in                    
Delhi and confirm that the fi nancial statements are free from material misstatement due to fraud or error.                  
Advise.  
 
Answer 
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. This is because there are inherent                   
limitations of an audit, which resulted in most of the audit evidence on which the auditor draws conclusions and bases                    
the auditor’s opinion being persuasive rather than conclusive. In view of the above, CA P cannot provide audit absolute                   
assurance to MNO Ltd in respect of its branches.  
 

1. The Nature of Financial Reporting: The preparation of financial statements involves judgment by management              
in applying the requirements of the entity’s applicable financial reporting framework to the facts and               
circumstances of the entity. In addition, many financial statement items involve subjective decisions or              
assessments or a degree of uncertainty, and there may be a range of acceptable interpretations or judgments that                  
may be made. 
 

2. The Nature of Audit Procedures: There are practical and legal limitations on the auditor’s ability to obtain                 
audit evidence. For example: 

a. There is the possibility that management or others may not provide, intentionally or unintentionally, the               
complete information that is relevant to the preparation and presentation of the financial statements or               
that has been requested by the auditor. 

b. Fraud may involve sophisticated and carefully organised schemes designed to conceal it. Therefore, audit              
procedures used to gather audit evidence may be ineffective for detecting an intentional misstatement              
that involves, for example, collusion to falsify documentation which may cause the auditor to believe that                
audit evidence is valid when it is not. The auditor is neither trained nor expected to be an expert in the                     
authentication of documents. 

c. An audit is not an official investigation into alleged wrongdoing. Accordingly, the auditor is not given                
specific legal powers, such as the power of search, which may be necessary for such an investigation. 
 

3. Timeliness of Financial Reporting and the Balance between Benefit and Cost: The matter of difficulty, time,                
or cost involved is not in itself a valid basis for the auditor to omit an audit procedure for which there is no                       
alternative. 

Appropriate planning assists in making sufficient time and resources available for the conduct of the audit.                
Notwithstanding this, the relevance of information, and thereby its value, tends to diminish over time, and there                 
is a balance to be struck between the reliability of information and its cost. 
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4. Other Matters that Affect the Limitations of an Audit: In the case of certain subject matters, limitations on the                   
auditor’s ability to detect material misstatements are particularly significant. Such assertions or subject matters              
include: 

-        Fraud, particularly fraud involving senior management or collusion. 

-        The existence and completeness of related party relationships and transactions. 

-        The occurrence of non-compliance with laws and regulations. 

-        Future events or conditions that may cause an entity to cease to continue as a going concern. 
 
Illustration  (SUBSEQUENT DISCOVERY OF MATERIAL MISSTATEMENT) 
DEF & Co. Chartered Accountants successfully carried out the audit of Shree Garments for the f.y. 2015-2016.                 
After the completion of the audit, there were found material misstatement due to fraud in the fi nancial                  
statements which were not noticed and reported by the auditor. Management alleges that it is failure on the part                   
of the auditor. Comment.  
 
Answer 
Because of the limitations of an audit, there is an unavoidable risk that some material misstatements of the fi nancial                    
statements may not be detected, even though the audit is properly planned and performed in accordance with SAs.                  
Accordingly, the subsequent discovery of a material misstatement of the financial statements resulting from fraud or                
error does not by itself indicate a failure to conduct an audit in accordance with SAs.  
However, the inherent limitations of an audit are not a justification for the auditor to be satisfied with                  
less-than-persuasive audit evidence. Whether the auditor has performed an audit in accordance with SAs is determined                
by the audit procedures performed in the circumstances, the sufficiency and appropriateness of the audit evidence                
obtained as a result thereof and the suitability of the auditor’s report based on an evaluation of that evidence in light of                      
the overall objectives of the auditor.  
 
Illustration  (SA 210) 
R & Co, a firm of Chartered Accountants have not revised the terms of engagement and obtained confirmation                  
from the clients for last 5 years despite changes in business and professional environment.  
Elucidate the circumstances that may warrant the revision in terms of engagement 
 
Answer 
As per SA 210 on “Agreeing the Terms of Audit Engagements”, the auditor may decide not to send a new audit                     
engagement letter or other written agreement each period.  
However, the factors that may make it appropriate to revise the terms of the audit engagement or to remind the entity of                      
existing terms are as follows: 

● Any indication that the entity misunderstands the objective and scope of the audit.  
● Any revised or special terms of the audit engagement.  
● A recent change of senior management.  
● A significant change in ownership.  
● A significant change in nature or size of the entity’s business.  
● A change in legal or regulatory requirements.  
● A change in the financial reporting framework adopted in the preparation of the financial statements.  
● A change in other reporting requirements.  
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Illustration  
M/s Sureshchandra & Co. has been appointed as an auditor of SC Ltd. for the financial year 2014-15. CA. Suresh,                    
one of the partners of M/s Sureshchandra & Co., completed entire routine audit work by 29th May, 2015.                  
Unfortunately, on the very next morning, while driving towards office of SC Ltd. to sign final audit report, he met                    
with a road accident and died. CA. Chandra, another partner of M/s Sureshchandra & Co., therefore, signed the                  
accounts of SC Ltd., without reviewing the work performed by CA. Suresh.  
 
State with reasons whether CA. Chandra is right in expressing an opinion on the financial statements the audit of                   
which is performed by another auditor  
 
Answer 
Relying on Work Performed by Another Auditor:  
 
As per SA 220 “Quality Control for an Audit of Financial Statements”, an engagement partner taking over an audit during                    
the engagement may apply the review procedures such as  

● the work has been performed in accordance with professional standards and regulatory and legal requirements; 
● significant matters have been raised for further consideration;  
● appropriate consultations have taken place and the resulting conclusions have been documented and             

implemented;  
● there is a need to revise the nature, timing and extent of work performed;  
● the work performed supports the conclusions reached and is appropriately documented;  
● the evidence obtained is sufficient and appropriate to support the auditor’s report; and the objectives of the                 

engagement procedures have been achieved.  
 
Further, one of the basic principles, which govern the auditor’s professional responsibilities and which should be                
complied with wherever an audit is carried, is that when the auditor delegates work to assistants or uses work                   
performed by other auditors and experts, he will continue to be responsible for forming and expressing his opinion on                   
the financial information.  
 
However, he will be entitled to rely on work performed by others, provided he exercises adequate skill and care and is                     
not aware of any reason to believe that he should not have so relied.  
 
This is the fundamental principle which is ethically required as per Code of Ethics.  
 
However, the auditor should carefully direct, supervise and review work delegated. He should obtain reasonable               
assurance that work performed by other auditors/experts and assistants is adequate for his purpose. In the given case,                  
all the auditing procedures before the moment of signing of final report have been performed by CA. Suresh. However,                   
the report could not be signed by him due to his unfortunate death. 
  
Later on, CA. Chandra signed the report relying on the work performed by CA. Suresh. Here, CA. Chandra is allowed to                     
sign the audit report, though, will be responsible for expressing the opinion. He may rely on the work performed by CA.                     
Suresh provided he further exercises adequate skill and due care and review the work performed by him. 
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Sample  Questions - MCQ 
 

1. Which of the following is not an assertion about presentation and disclosure?  
a. Occurrence and rights and obligations  
b. Completeness  
c. Classification and understandability  
d. Existence  

 
2. The auditor shall express ________opinion when the auditor, having obtained sufficient appropriate audit 

evidence, concludes that misstatements, individually or in the aggregate, are both material and pervasive 
to the financial statements.  

a. Adverse  
b. Qualified  
c. Disclaimer  
d. None of the above  

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

a. Self-review threats  
b. Self-interest threats  
c. Advocacy threats  
d. Intimidation threats  

 
4. 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  

 
5. __________refers to 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.  
a. Professional skepticism  
b. Professional Judgement  
c. Integrity  
d. Objectivity  

6. According to SA 210 “Agreeing the Terms of Audit Engagements”, The auditor shall agree the terms of the 
audit engagement  :  

a. with management and those charged with governance, as appropriate.  
b. with management  
c. with those charged with governance  
d. with management or those charged with governance, as appropriate.  

7. The agreed terms of the audit engagement shall be recorded in  
a. an audit engagement letter  
b. an audit engagement letter or other suitable form of written agreement  
c. any suitable form of written agreement  
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d. None of the above  

 
8. If law or regulation prescribes in sufficient detail the terms of the audit engagement ,  

a. the auditor need not record them in a written agreement, except for the fact that such law or 
regulation applies and that management acknowledges and understands its responsibilities.  

b. the auditor need not record them in a written agreement  
c. the auditor needs to record them in a written agreement  
d. None of the above  

 
9. A request from the client for the auditor to change the engagement may result from-  

a. a change in circumstances affecting the need for the service,  
b.  misunderstanding as to the nature of an audit or related service originally requested  
c. a restriction on the scope of the engagement, whether imposed by management or caused by 

circumstances. 
d. All of the above  

  
10. The purpose of monitoring compliance with quality control policies and procedures is to provide an 

evaluation of:  
a. Adherence to professional standards and regulatory and legal requirements;  
b. Whether the quality control system has been appropriately designed and effectively 

implemented; and  
c. Whether the firm’s quality control policies and procedures have been appropriately applied, so 

that reports that are issued by the firm or engagement partners are appropriate in the 
circumstances 

d. All of the above  
 

11. The firm’s system of quality control should include policies and procedures addressing which of the 
following elements:  

a. Leadership responsibilities for quality within the firm. 
b. Ethical requirements 
c. Acceptance and continuance of client relationships and specific engagements. 
d. All of the above  

 
 

12. 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 

 
13.  Standard on Quality Control (SQC) 1 sets out the responsibilities of the __________ for establishing policies 

and procedures regarding compliance with relevant ethical requirements :  
a. Firm  
b. engagement partner  
c. Senior Audit Assistant  

 
 

To get the best out of these notes visit www.edu91.org                                                                                         C1 Trishul |  42 
Join Us on YouTube www.youtube.com/neerajarora 
Join Us on Telegram https://t.me/neerajaroraclasses 
 

http://www.icai.org/
http://www.edu91.org/
http://www.edu91.org/
http://www.youtube.com/neerjarora
https://t.me/neerajaroraclasses


 
We keep on updating our books, notes and videos. You should always study from updated notes with our videos. This Compilation is free of cost for all the 
students. You can download the relevant material from ICAI’s official website (www.icai.org). This entire document has been compiled from ICAI past year 
questions etc. Due care has been taken while compiling this scanner, still if you find any errors in it you can report it on the chat box available at 
www.edu91.org  

 
d. All the above  

 
14.  SA 220 sets out the _____________ responsibilities with respect to relevant ethical requirements.  

a. firm’s  
b. Senior Audit Assistant  
c. engagement partner’s  
d. All the above  

 
15. SA 220 recognises that the ____________is entitled to rely on a firm’s systems in meeting its responsibilities 

with respect to quality control procedures.  
a. engagement partner  
b. engagement team  
c. firm  
d. Senior Audit Assistant  

 
16. There are two interlinked perspectives of independence of auditors, one, independence of mind; and 

two,  
a. Objectivity  
b. Professional competence  
c. Integrity  
d. Independence in appearance.  

  
17. Direct financial interest or materially significant indirect financial interest in a client is an example of 

a. Self-review threats  
b. Self-interest threats  
c. Advocacy threats  
d. Intimidation threats  

 
18. ____ _____are self-evident, and occur when auditors form relationships with the client where they end up 

being too sympathetic to the client’s interests . 
a. Familiarity threats  
b. Self-interest threats  
c. Advocacy threats  
d. Intimidation threats  

 
 

19. Professional skepticism is necessary to the critical assessment of  
a. audit documentation  
b. audit evidence 
c. audit procedures  
d. All of the above  

20. According to SA 210 “Agreeing the Terms of Audit Engagements”, The auditor shall agree the terms of the 
audit engagement with :  

a. Management  
b. Those charged with governance  

 
 

To get the best out of these notes visit www.edu91.org                                                                                         C1 Trishul |  43 
Join Us on YouTube www.youtube.com/neerajarora 
Join Us on Telegram https://t.me/neerajaroraclasses 
 

http://www.icai.org/
http://www.edu91.org/
http://www.edu91.org/
http://www.youtube.com/neerjarora
https://t.me/neerajaroraclasses


 
We keep on updating our books, notes and videos. You should always study from updated notes with our videos. This Compilation is free of cost for all the 
students. You can download the relevant material from ICAI’s official website (www.icai.org). This entire document has been compiled from ICAI past year 
questions etc. Due care has been taken while compiling this scanner, still if you find any errors in it you can report it on the chat box available at 
www.edu91.org  

 
c. Management or those charged with governance, as appropriate 
d. Audit committee  

 
21. If the auditor concludes that there is reasonable justification to change the engagement and if the audit 

work performed complies with the SAs applicable to the changed engagement, the report issued would 
be appropriate for the revised terms of engagement. In order to avoid confusion, the report would not 
include reference to:  

a. the original engagement; or any procedures that may have been performed in the original 
engagement.  

b. the original engagement ;  
c. any procedures that may have been performed in the original engagement  
d. the original engagement and any procedures that may have been performed in the original 

engagement.  
 

22. If the auditor is unable to agree to a change of the terms of the audit engagement and is not permitted by 
management to continue the original audit engagement, the auditor shall:  

a. Withdraw from the audit engagement where possible under applicable law or regulation;  
b. Determine whether there is any obligation, either contractual or otherwise, to report the 

circumstances to other parties, such as those charged with governance, owners or regulators.  
c. Withdraw from the audit engagement where possible under applicable law or regulation and 

determine whether there is any obligation, either contractual or otherwise, to report the 
circumstances to other parties, such as those charged with governance, owners or regulators.  

d. Withdraw from the audit engagement where possible under applicable law or regulation or 
determine whether there is any obligation, either contractual or otherwise, to report the 
circumstances to other parties, such as those charged with governance, owners or regulators.  
 

23. A request from the client for the auditor to change the engagement may result from-  
1.  a change in circumstances affecting the need for the service,  
2.  a misunderstanding as to the nature of an audit or related service originally requested  
3. a restriction on the scope of the engagement, whether imposed by management or caused by 
circumstances.  

a. (1) only  
b. (1) and (2) 
c. (1), (2) and (3)  
d. (1) or (2) or (3)  

  
24.  As explained in SA 200, “Overall Objectives of the Independent Auditor and the Conduct of an Audit in 

Accordance with Standards on Auditing”, ____________ is obtained when the auditor has obtained sufficient 
appropriate audit evidence to reduce audit risk (i.e., the risk that the auditor expresses an inappropriate 
opinion when the financial statements are materially misstated) to an acceptably low level.  

a. Absolute assurance  
b. limited assurance  
c. reasonable assurance  
d. reasonable or absolute assurance  
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25.  ____________refers to a difference between the amount, classification, presentation, or disclosure of a 

reported financial statement item and the amount, classification, presentation, or disclosure that is 
required for the item to be in accordance with the applicable financial reporting framework.  

a. Misstatement  
b. Error  
c. Fraud  
d. Any of the above  

 
26. Minnie Ltd., a listed company, appointed CA. Kranny for auditing complete set of consolidated financial 

statements of the company. CA. Kranny is unable to obtain sufficient appropriate audit evidence 
regarding an investment in a foreign associate. The possible effects of the inability to obtain sufficient 
appropriate audit evidence are deemed to be material but not pervasive to the consolidated financial 
statements. Based on the audit evidence obtained, CA. Kranny concludes that a material uncertainty does 
not exist related to events or conditions that may cast significant doubt on the company’s ability to 
continue as a going concern in accordance with SA 570. State what type of opinion CA. Kranny must have 
provided in the given scenario?  

a. Unmodified opinion 
b. Qualified opinion 
c. Adverse opinion 
d. Disclaimer of opinion 

 
 

Answers 
 
1.(d) 2.(a) 3.(b) 4.(c)  5.(a) 
6.(d) 7.(b) 8.(a) 9.(d) 10.(d) 
11.(d) 12.(d) 13.(a) 14.(c) 15.(b)
16.(d) 17.(b) 18.(a) 19.(b) 20.(d)
21.(a) 22.(c) 23.(d) 24.(c) 25.(a)  
26.(b)  
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November 2019 
RTP November 2019  

 
Question  
Multiple Choice Questions 

1. ______refer to the audit 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. 

(a) Audit assessment procedures 
(b) Substantive Procedures 
(c) Test of Control 
(d) Risk assessment procedures 

 
Answer 
(d) 
 
Question  
Preconditions for an audit have not been defined in SA 210 “Agreeing the Terms of Audit Engagements.” (SA 
210) 
 
Answer 
Incorrect: As per SA 210 “Agreeing the Terms of Audit Engagements”preconditions for an audit may be defined as the 
use by the 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. 
 
Question  
An auditor who, before the completion of the engagement, is requested to change the engagement to one which 
provides a lower level of assurance, should consider the appropriateness of doing so. Explain stating the factors 
based on which client can request the auditor to change the engagement. (ACCEPTANCE OF A CHANGE IN 
ENGAGEMENT) 
 
Answer 
An auditor who, before the completion of the engagement, is requested to change the engagement to one which provides 
a lower level of assurance, should consider the appropriateness of doing so. 
A request from the client for the auditor to change the engagement may result from - 

1. A change in circumstances affecting the need for the service.  
2. A misunderstanding as to the nature of an audit or related service originally requested 
3. A Restriction on the scope of the engagement,whether imposed by management or caused by circumstances. 

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

a. Adherence to professional standards and regulatory and legal requirements;  
b. Whether the quality control system has been appropriately designed and effectively implemented; and 
c. Whether the firm’s quality control policies and procedures have been appropriately applied, so that reports that 

are issued by the firm or engagement partners are appropriate in the circumstances. 
d. Follow-up by appropriate firm personnel so that necessary modifications are promptly made to the quality 

control policies and procedures.  
 

Question 
The Chartered Accountant has a responsibility to remain independent by taking into account the context in 
which they practice, the threats to independence and the safeguards available to eliminate the threats. 
 
In the above context, explain the guiding principles. 
 
Answer 
The Chartered Accountant has a responsibility to remain independent by taking into account the context in which they 
practice, the threats to independence and the safeguards available to eliminate the threats. 
The following are the guiding principles in this regard: - 

1. For the public to have confidence in the quality of audit, it is essential that auditors should always be and appears 
to be independent of the entities that they are auditing. 

2. In the case of audit, the key fundamental principles are integrity, objectivity and professional skepticism, which 
necessarily require the auditor to be independent. 

3. Before taking on any work, an auditor must conscientiously consider whether it involves threats to his 
independence. 

4. When such threats exist, the auditor should either desist from the task or put in place safeguards that eliminate 
them. 

5. If the auditor is unable to fully implement credible and adequate safeguards, then he must not accept the work. 
 
Question 
Write a note on “Self-review threats” 
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Answer 
Self-review threats, which occur when during a review of any judgement or conclusion reached in a previous audit or 
non-audit engagement (Non audit services include any professional services provided to an entity by an auditor, other 
than audit or review of the financial statements.  
 
These include management services, internal audit, investment advisory service, design and implementation of 
information technology systems etc.), or when a member of the audit team was previously a director or senior employee 
of the client.  
 
Instances where such threats come into play are  

I. when an auditor having recently been a director or senior officer of the company, and  
II. when auditors perform services that are themselves subject matters of audit. 
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MTP 1 November 2019 
 
Question 
Multiple choice Questions 
1. Standard on Quality Control (SQC) 1 provides that, 

(a) unless otherwise specified by law or regulation, audit documentation is the property of the management. 
(b) unless otherwise specified by law or regulation, audit documentation is the property of those charged 

with governance. 
(c) unless otherwise specified by law or regulation, audit documentation is the property of the management 

or those charged with governance. 
(d) unless otherwise specified by law or regulation, audit documentation is the property of the auditor. 

 
Answer  
(d) 
 
2. A difference between the amount, classification, presentation, or disclosure of a reported financial statement 
item and the amount, classification, presentation, or disclosure that is required for the item to be in accordance 
with the applicable financial reporting framework is 

(a) Misstatement 
(b) Error 
(c) Fraud 
(d) Any of the above 

 
Answer  
(a) 
 
3. Professional skepticism is necessary to the critical assessment of 

(a) audit documentation 
(b) audit evidence. 
(c) audit procedures 
(d) All of the above 

 
Answer 
(b) 
 
4. According to SA 210 “Agreeing the Terms of Audit Engagements”, The auditor shall agree the terms of the 
audit engagement with  (2 Marks) 
 

(a) Management 
(b) those charged with governance 
(c) management or those charged with governance, as appropriate. 
(d) Audit committee 
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Answer  
(c) 
 
Question 
State (with reason) whether the following statement is correct or incorrect. 

(a) It is necessary for the auditor to maintain professional skepticism throughout the audit. (2 Marks) 
 
Answer 

(a) Correct. As per SA 200, “Overall Objectives of the Independent Auditor and the Conduct of an Audit in 
Accordance with Standards on Auditing”professional skepticism is 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. Thus, it is necessary for the auditor to maintain professional skepticism 
throughout the audit. 

 
Question 
“An audit is an independent examination of financial information of any entity, whether profit oriented or not, 
and irrespective of its size or legal form, when such an examination is conducted with a view to expressing an 
opinion thereon.” 
Explain stating clearly how the person conducting this task should take care to ensure that financial statements 
would not mislead anybody.  
 
Answer 
An audit is an independent examination of financial information of any entity, whether profit oriented or not, and 
irrespective of its size or legal form, when such an examination is conducted with a view to expressing an opinion 
thereon.” 
Analysis of the Definition 

1. Audit is Independent examination of Financial information. 
2. Of any entity – that entity may be profit oriented or not and irrespective of its size or legal form. For example – 

Profit oriented – Audit of Listed company engaged in business. On the other hand, Audit of NGO – not profit 
oriented. 

3. The objective of the audit is to express an opinion on the financial statements. 
 
The person conducting this task should take care to ensure that financial statements would not mislead anybody. This he 
can do honestly by satisfying himself that: 
 

1. the accounts have been drawn up with reference to entries in the books of account; 
2. the entries in the books of account are adequately supported by sufficient and appropriate evidence; 
3. none of the entries in the books of account has been omitted in the process of compilation and nothing which is 

not in the books of account has found place in the statements; 
4. the information conveyed by the statements is clear and unambiguous; 
5. the financial statement amounts are properly classified, described and disclosed in conformity with accounting 

standards; and 
6. the statement of accounts present a true and fair picture of the operational results and of the assets and liabilities 
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Question 
Discuss - The relationship between auditing and law is very close one. (RELATIONSHIP OF AUDITING WITH 
OTHER DISCIPLINES - AUDITING AND LAW) 
 
Answer 
The relationship between auditing and law: The relationship between auditing and law is very close one. Auditing 
involves examination of various transactions from the view point of whether or not these have been properly entered 
into. It necessitates that an auditor should have a good knowledge of business laws affecting the entity. He should be 
familiar with the law of contracts, negotiable instruments,etc. The knowledge of taxation laws is also inevitable as entity 
is required to prepare their financial statements taking into account various provisions affected by various tax laws. In 
analysing the impact of various transactions particularly from the accounting aspect, an auditor ought to have a good 
knowledge about the direct as well as indirect tax laws. 
 
Question 
The firm’s system of quality control should include policies and procedures addressing each and every element 
of system of quality control. State those elements.  
 
Answer 
ELEMENTS OF A SYSTEM OF QUALITY CONTROL:The firm’s system of quality control should include policies and 
procedures addressing each of the following elements 
 

(a) Leadership responsibilities for quality within the firm. 
(b) Ethical requirements. 
(c) Acceptance and continuance of client relationships and specific engagements. 
(d) Human resources. 
(e) Engagement performance. 
(f) Monitoring. 

 
Question 
What are the obvious assertions in the following items appearing in the Financial Statements?  (ASSERTIONS) 
 
(i) Statement of Profit and Loss 

Travelling Expenditure Rs. 50,000 
 
(ii) Balance Sheet 

Trade receivable Rs. 2,00,000 
 
Answer 

(i) Travelling Expenditure Rs. 50,000 
○ Expenditure has been actually incurred for the purpose of travelling. 
○ Travelling has been undertaken during the year under consideration. 
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○ Total amount of expenditure incurred is Rs. 50,000 during the year. 
○ It has been treated as revenue expenditure and charged to the Statement of Profit and Loss. 

 
(ii) Trade receivable Rs. 2,00,000 

○ These include all sales transaction occurred during the year. 
○ These have been recorded properly and occurred during the year 
○ These constitute assets of the entity. 
○ These have been shown at proper value, i.e. after showing the deduction on account of provision for bad 

and doubtful debts. 
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Exam Questions November 2019 
 
Question 
Correct / Incorrect 

(a)  The auditors substantive procedure at the assertion level means substantive analytical procedures only. 
(b)  For an auditor, the risk assessment procedure provides sufficient appropriate audit evidence to base the 

audit opinion. 
 
Question 
The auditor shall plan and perform and audit with professional skepticism recognising that circumstances may 
exist that cause the financial statements to be materially misstated. discuss any four examples of professional 
skepticism. 
 
Question 
The engagement partner shall take the responsibility for the overall quality of each audit engagement to which 
the partner is assigned. Discuss with reference to SA 220 “Quality control for an audit of financial statement”. 
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