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Chapter 3  
Audit Documentation and Audit Evidence 

V 2.0  (For May 2020)  
 

May 2018 
 

RTP May 2018 
 
 
Question ( AUDIT DOCUMENTATION )  
State with reason (in short) whether the following statements are true or false: 
(i) As per SA  230 on “Audit Documentations”, the working papers are not the property  of the auditor. 
 
Answer 
Incorrect: As per SA 230 on “Audit Documentations” the working papers are the property of the auditor and the auditor                    
has right to retain them. He may at his discretion can make available working papers to his client. The auditor should                     
retain them long enough to meet the needs of his practice and legal or professional requirement. 
 
Question ( AUDIT EVIDENCE)  
Evaluating responses to inquiries is an integral part of the inquiry process. Explain . 
 
Answer 
Inquiry – Audit Procedure to obtain Audit Evidence:  
Inquiry consists of seeking information of knowledgeable persons, both financial and non- financial, within the entity or                 
outside the entity.  
 

● Inquiry is used extensively throughout the audit in addition to other audit procedures.  
● Inquiries may range from formal written inquiries to informal oral inquiries.  
● Evaluating responses to inquiries is an integral part of the inquiry process. 

 
Responses to inquiries may provide the auditor with  

● information not previously possessed or with corroborative audit evidence.  
● Alternatively, responses might provide information that differs significantly from other information that the             

auditor has obtained, for example, information regarding the possibility of management override  of controls.  
● In some cases, responses to inquiries provide a basis for the auditor to modify or perform additional audit                  

procedures. 
 
Although corroboration of evidence obtained through inquiry is often of particular importance, in the case of inquiries                 
about management intent, the information available to support management’s intent may be limited. In these cases,                
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understanding management’s past history of carrying out its stated intentions, management’s stated reasons for              
choosing a particular course of action, and management’s ability to pursue a specific course of action may provide                  
relevant information to corroborate the evidence obtained through inquiry.  
 
In respect of some matters, the auditor may consider it necessary to obtain written representations from management                 
and, where appropriate, those charged with governance to confirm responses to oral inquiries 
 
Question ( AUDIT EVIDENCE)  
Audit evidence includes both information contained in the accounting records underlying the financial             
statements and other information. Discuss . 
 
Answer 
Audit evidence may be defined as the information used by the auditor in arriving at the conclusions on which the                    
auditor’s opinion is based. Audit evidence includes both information contained in the accounting records underlying the                
financial statements and other information. 
 
Explaining this further, audit evidence includes:- 
 

1. Information contained in the accounting records: Accounting records include the records of initial accounting              
entries and supporting records, such as checks and records of electronic fund transfers; invoices; contracts; the                
general and subsidiary ledgers, journal entries and other adjustments to the financial statements that are not                
reflected in journal entries; and records such as worksheets and spreadsheets supporting cost allocations,              
computations, reconciliations and disclosures. 
 

2. Other information that authenticates the accounting records and also supports the auditor’s rationale             
behind the true and fair presentation of the financial statements: Other information which the auditor may                
use as audit evidence includes, for example, minutes of the meetings, written confirmations from trade               
receivables and trade payables, manuals containing details  of internal control etc.  

 
A combination of tests of accounting records and other information is generally used by the auditor to support his                   
opinion on the  financial statements. 
 
Question ( AUDIT EVIDENCE )  
The quantity of audit evidence needed is affected by the auditor’s assessment of the risks of misstatement.                 
Auditor’s judgment as to sufficiency may be affected by a few factors. Explain. 
 
Answer 
Sufficiency of Audit Evidence:  
Sufficiency is the measure of the quantity of audit evidence. The quantity of audit evidence needed is affected by the                    
auditor’s assessment of the risks of misstatement (the higher the assessed risks, the more audit evidence is likely to be                    
required) and also by the quality of such audit evidence (the higher the quality, the less may be required). Obtaining                    
more audit evidence, however, may not compensate for its poor quality.  
Auditor’s judgment as to sufficiency may be affected by factors such as: 

i. Materiality 
ii. Risk of material misstatement 

iii. Size and characteristics of the population. 
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➔ Materiality may be defined as the significance of classes of transactions, account balances and presentation and                
disclosures to the users of the financial statements. Less evidence would be required in case assertions are less material                   
to users of the financial statements. But on the other hand if assertions are more material to the users of the financial                      
statements, more evidence would be required. 
➔ Risk of material misstatement may be defined as the risk that the financial statements are materially misstated                 
prior to audit. This consists of two components described as follows at the assertion level (a) Inherent risk —The                   
susceptibility of an assertion to a misstatement that could be material before consideration of any related controls. (b)                  
Control risk—The risk that a misstatement that could occur in an assertion that could be material will not be prevented                    
or detected and corrected on a timely basis by the entity’s internal control. Less evidence would be required in case                    
assertions that have a lower risk of material misstatement. But on the other hand if assertions have a higher risk of                     
material misstatement, more evidence would be required. 
➔ Size of a population refers to the number of items included in the population. Less evidence would be required                   
in case of smaller, more homogeneous population but on the other hand in case of larger, more heterogeneous                  
populations, more evidence would be required. 
 
Question (AUDIT EVIDENCE)  
“Even when information to be used as audit evidence is obtained from sources external to the entity,                 
circumstances may exist that could affect its reliability”. Explain. Also state clearly generalisations about the               
reliability of audit evidence. 
 
Answer 
 Reliability of Audit Evidence:  
SA 500 on “Audit Evidence” provides that the reliability of information to be used as audit evidence, and therefore of                    
the audit evidence itself, is influenced by its source and its nature, and the circumstances under which it is obtained,                    
including the controls over its preparation and maintenance where relevant. Therefore, generalisations about the              
reliability of various kinds of audit evidence are subject to important exceptions. Even when information to be used as                   
audit evidence is obtained from sources external to the entity, circumstances may exist that could affect its reliability.                  
For example, information obtained from an independent external source may not be reliable if the source is not                  
knowledgeable, or a management’s expert may lack objectivity. While recognising that exceptions may exist, the               
following generalisations about the reliability of audit evidence may be useful: 

1. The reliability of audit evidence is increased when it is obtained from independent sources outside the entity. 
2. The reliability of audit evidence that is generated internally is increased when the related controls, including                

those over its preparation and maintenance, imposed by the entity are effective. 
3. Audit evidence obtained directly by the auditor (for example, observation of the application of a control) is more                  

reliable than audit evidence obtained indirectly or by inference (for example, inquiry about the application of a                 
control). 

4. Audit evidence in documentary form, whether paper, electronic, or other medium, is more reliable than evidence                
obtained orally (for example, a contemporaneously written record of a meeting is more reliable than a                
subsequent oral representation of the matters discussed). 

5. Audit evidence provided by original documents is more reliable than audit evidence provided by photocopies or                
facsimiles, or documents that have been filmed, digitized or otherwise transformed into electronic form, the               
reliability of which may depend on the controls over their preparation and maintenance. 

 
Question (SA 580 WRITTEN REPRESENTATION ) (Validity of written Representation as audit evidence) 
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The auditor P of PAR and Co., a firm of Chartered Accountants is conducting audit of AB Industries Ltd. The                    
auditor requests management to provide Banker’s certificate in support of Fixed deposits whereas             
management provides only written representation on the matter. 
 
Analyse how would you deal as an auditor. 
 
Answer 
Although written representations provide necessary audit evidence, they do not provide sufficient appropriate audit              
evidence on their own about any of the matters with which they deal.  
 
Furthermore, the fact that management has provided reliable written representations does not affect the nature or                
extent of other audit evidence that the auditor obtains about the fulfillment of management’s responsibilities, or about                 
specific assertions. 
 
Applying the above to the given problem, the auditor would further request the management to provide him with the                   
Banker’s certificate in support of fixed deposits held by the company. 
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MTP 1 May 2018 
 
 
Question ( AUDIT DOCUMENTATION -  FINAL AUDIT FILE) 
The auditor shall assemble the audit documentation in an audit file and complete the administrative process of                 
assembling the final audit file on a timely basis after the date of the auditor’s report. Discuss.  
 
Answer 
The auditor shall assemble the audit documentation in an audit file and complete the administrative process of                 
assembling the final audit file on a timely basis after the date of the auditor’s report.  
 
SQC 1 “Quality Control for Firms that perform Audits and Review of Historical Financial Information, and other                 
Assurance and related services”, requires firms to establish policies and procedures for the timely completion of the                 
assembly of audit files.  
 
An appropriate time limit within which to complete the assembly of the final audit file is ordinarily not more                   
than 60 days after the date of the auditor’s report. 
The completion of the assembly of the final audit file after the date of the auditor’s report is an administrative process                     
that does not involve the performance of new audit procedures or the drawing of new conclusions.  
 
Changes may, however, be made to the audit documentation during the final assembly process, if they are administrative                  
in nature.  
Examples of such changes include:  

● Deleting or discarding superseded documentation.  
● Sorting, collating and cross referencing working papers.  
● Signing off on completion checklists relating to the file assembly process.  
● Documenting audit evidence that the auditor has obtained, discussed and agreed with the relevant members of                

the engagement team before the date of the auditor’s report. 
After the assembly of the final audit file has been completed, the auditor shall not delete or discard audit documentation                    
of any nature before the end of its retention period.  
 
SQC 1 requires firms to establish policies and procedures for the retention of engagement documentation. The retention                 
period for audit engagements ordinarily is no shorter than seven years from the date of the auditor’s report, or, if later,                     
the date of the group auditor’s report. 
 
Question (SA 501 -  SPECIFIC CONSIDERATIONS FOR SELECTED ITEMS) 
ABC Ltd is engaged in manufacturing of different types of yarns. On going through its financial statements for the                   
past years, it is observed that inventory is material to the financial statements. You as an auditor of the company                    
wanted to obtain sufficient appropriate audit evidence regarding the existence and condition of the inventory as                
appearing in the financial statements. Discuss, how would you proceed as an auditor.  
 
Answer 
When inventory is material to the financial statements, the auditor shall obtain sufficient appropriate audit               
evidence regarding the existence and condition of inventory by:  

I. Attendance at physical inventory counting, unless impracticable, to:  
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a. Evaluate management’s instructions and procedures for recording and controlling the results of the             

entity’s physical inventory counting;  
b. Observe the performance of management’s count procedures;  
c. Inspect the inventory; and  
d. Perform test counts; and  

II. Performing audit procedures over the entity’s final inventory records to determine whether they accurately              
reflect actual inventory count results.  
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MTP 2 May 2018 
 
 
Question 
Examine with reasons (in short) whether the following statements are correct or incorrect:  
(i) SA 230 on “Audit Documentation”, it is referred to as one or more folders or other storage media, in physical                     
or electronic form, containing the records that comprise the audit documentation for a specific engagement. 
 ( AUDIT DOCUMENTATION ) 
 
Answer 
Incorrect: SA 230 on “Audit Documentation”, audit documentation refers to the record of audit procedures performed,                
relevant audit evidence obtained, and conclusions the auditor reached. (terms such as “working papers” or “work                
papers” are also sometimes used.)  
Audit file may be defined as one or more folders or other storage media, in physical or electronic form, containing the                     
records that comprise the audit documentation for a specific engagement.  
 
(ii) SQC 1 requires firms to establish policies and procedures for the timely completion of the assembly of audit                   
files. An appropriate time limit within which to complete the assembly of the final audit file is ordinarily not                   
more than 30 days after the date of the auditor’s report.(AUDIT DOCUMENTATION - FINAL AUDIT FILE) 
 
Answer 
Incorrect. The auditor shall assemble the audit documentation in an audit file and complete the administrative process                 
of assembling the final audit file on a timely basis after the date of the auditor’s report.  
SQC 1 “Quality Control for Firms that perform Audits and Review of Historical Financial Information, and other                 
Assurance and related services”, requires firms to establish policies and procedures for the timely completion of the                 
assembly of audit files. An appropriate time limit within which to complete the assembly of the final audit file is                    
ordinarily not more than 60 days after the date of the auditor’s report. 
 
(iii) Written representations provide sufficient appropriate audit evidence on their own about any of the               
matters with which they deal. (SA 580 WRITTEN REPRESENTATION) 
 
Answer 
Incorrect : Although written representations provide necessary audit evidence, they do not provide sufficient              
appropriate audit evidence on their own about any of the matters with which they deal. Furthermore, the fact that                   
management has provided reliable written representations does not affect the nature or extent of other audit evidence                 
that the auditor obtains about the fulfillment of management’s responsibilities, or about specific assertions.  
 
(iv) A request that the confirming party respond directly to the auditor only if the confirming party disagrees                  
with the information provided in the request is called positive confirmation request.(EXTERNAL            
CONFIRMATION) 
Answer 
Incorrect: Negative confirmation request – A request that the confirming party respond directly to the auditor only if                   

the confirming party disagrees with the information provided in the request.   
Positive confirmation request – A request that the confirming party respond directly to the auditor indicating whether                 
the confirming party agrees or disagrees with the information in the request, or providing the requested information.  
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Question (EXTERNAL CONFIRMATION) 
External confirmation procedures frequently are relevant when addressing assertions associated with account            
balances and their elements, but need not be restricted to these items. Discuss.  
 
Answer 
External confirmation procedures frequently are relevant when addressing assertions associated with account            
balances and their elements, but need not be restricted to these items. For example, the auditor may request external                   
confirmation of the terms of agreements, contracts, or transactions between an entity and other parties. External                
confirmation procedures also may be performed to obtain audit evidence about the absence of certain conditions. For                 
example, a request may specifically seek confirmation that no “side agreement” exists that may be relevant to an entity’s                   
revenue cut-off assertion. Other situations where external confirmation procedures may provide relevant audit evidence              
in responding to assessed risks of material misstatements include:  

● Bank balances and other information relevant to banking relationships.  
● Accounts receivable balances and terms.  
● Inventories held by third parties at bonded warehouses for processing or on consignment.  
● Property title deeds held by lawyers or financiers for safe custody or as security.  
● Investments held for safekeeping by third parties, or purchased from stockbrokers but not delivered at the                

balance sheet date.  
● Amounts due to lenders, including relevant terms of repayment and restrictive covenants.  
● Accounts payable balances and terms.  

 
 
 

  

 
To get the best out of these notes visit www.neerajaroraclasses.com                                                                              C3 Scanner |  8 
Join Us on YouTube www.youtube.com/neerajarora 
Join Us on Telegram https://t.me/neerajaroraclasses 

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


 
These notes are incomplete without our videos. Study from these notes at your own risk. We keep on updating our books, notes and videos. You should always 
study from updated notes with our videos. Many concepts are there which are missing in these notes, some are obsolete. We have discussed everything in our 
video classes.  www.neerajaroraclasses.com Amendments and updates will be taught in classes and videos. Extra notes and charts will also be given. 

 

May 2018 Exam Question 
 
Question  
Examine with reasons (in short) whether the following statements are correct or incorrect: 
(i) The Audit Engagement documentations should ordinarily be retained by the auditor for a minimum of six                 
years from the date of the auditor's report or the date of the group auditor's report, whichever is later.  
(SA 230) 
 
Answer 
Incorrect: SQC 1 requires firms to establish policies and procedures for the retention of engagement documentation.                
The retention period for audit engagements ordinarily is no shorter than seven years from the date of the auditor’s                   
report, or, if later, the date of the group auditor’s report. 
 
(ii) Mr. A is a statutory auditor of ABC Ltd. The branch of ABC Ltd. is audited by Mr. B, another Chartered                      
Accountant. Mr. A requests for photocopies of the audit documentation of Mr. B pertaining to the branch audit.                  
(SA 230) 
 
Answer 
Incorrect: SA 230 issued by ICAI on Audit Documentation, and “Standard on Quality Control (SQC) 1, provides that,                  
unless otherwise specified by law or regulation, audit documentation is the property of the auditor. He may at his                   
discretion, make portions of, or extracts from, audit documentation available to clients, provided such disclosure does                
not undermine the validity of the work performed, or, in the case of assurance engagements, the independence of the                   
auditor or of his personnel. 
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November 2018 
 

RTP November 2018 
 
Question 
State with reason (in short) whether the following statements are true or false: 
(i) Audit documentation is a substitute for the entity’s accounting records. (SA 230) 
 
Answer 
Incorrect: The auditor may include copies of the entity’s records (for example, significant and specific contracts and                 
agreements) as part of audit documentation. Audit documentation is not a substitute for the entity’s accounting records. 
 
(ii) An appropriate time limit within which to complete the assembly of the final audit file is ordinarily not                   
more than 30 days after the date of the auditor’s report. (SA 230 - FINAL AUDIT FILE) 
 
Answer 
Incorrect: SQC 1 “Quality Control for Firms that perform Audits and Review of Historical Financial Information, and                 
other Assurance and related services”, requires firms to establish policies and procedures for the timely completion of                 
the assembly of audit files. An appropriate time limit within which to complete the assembly of the final audit file is                     
ordinarily not more than 60 days after the date of the auditor’s report. 
 
Question (SA 230 - FACTORS ON WHICH FORM, CONTENT & EXTENT DEPENDS) 
The form, content and extent of audit documentation depends on factors such as the size and complexity of the                    
entity, the nature of the audit procedures to be performed etc. Explain in detail. 
 
Answer 
The form, content and extent of audit documentation depends on factors such as: 

1. The size and complexity of the entity. 
2. The nature of the audit procedures to be performed. 
3. The identified risks of material misstatement. 
4. The significance of the audit evidence obtained. 
5. The nature and extent of exceptions identified. 
6. The need to document a conclusion or the basis for a conclusion not readily determinable from the                 

documentation of the work performed or audit evidence obtained. 
7. The audit methodology and tools used. 

 
Question (SA 230) (REPEAT QUESTION) 
The auditor shall assemble the audit documentation in an audit file and complete the administrative process of                 
assembling the final audit file on a timely basis after the  date of the auditor’s report. Explain 
 
Answer 
Refer MTP 1 May 2018 Question 1 
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Question (AUDIT EVIDENCE) 
Most of the auditor’s work in forming the auditor’s opinion consists of obtaining and evaluating audit evidence.                 
Explain 
 
Answer 
Audit evidence is necessary to support the auditor’s opinion and report. It is cumulative in nature and is primarily                   
obtained from audit procedures performed during the course of the audit. It may, however, also include information                 
obtained from other sources such as previous audits. In addition to other sources inside and outside the entity, the                   
entity’s accounting records are an important source of audit evidence. Also, information that may be used as audit                  
evidence may have been prepared using the work of a management’s expert. Audit evidence comprises both information                 
that supports and corroborates management’s assertions, and any information that contradicts such assertions. In              
addition, in some cases the absence of information (for example, management’s refusal to provide a requested                
representation) is used  by the auditor, and therefore, also constitutes audit evidence. 
Most of the auditor’s work in forming the auditor’s opinion consists of obtaining and evaluating audit evidence. Audit                  
procedures to obtain audit evidence can include inspection, observation, confirmation, recalculation, re-performance            
and analytical procedures, often in some combination, in addition to inquiry. Although inquiry may provide important                
audit evidence, and may even produce evidence of a misstatement, inquiry alone ordinarily does not provide sufficient                 
audit evidence of the absence of a material misstatement at the assertion level, nor of the operating effectiveness of                   
controls. 
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 (SA 505) (REPEAT QUESTION)   
External confirmation procedures frequently are relevant when addressing assertions associated with account            
balances and their elements, but need not be restricted to these items. Analyse and Explain. 
 

Answer 
Refer MTP 2 May 2018 Question 2 
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MTP 1 November 2018 
 
 
Question (SA 230 - NATURE & PURPOSE) 
Audit documentation provides evidence of the auditor’s basis for a conclusion about the achievement of the                
overall objectives of the auditor and evidence that the audit was planned and performed in accordance with SAs                  
and applicable legal and regulatory requirements.  Explain stating clearly purpose of  audit documentation. 
 

Answer 
Nature of Audit Documentation 
Audit documentation provides: 

a. evidence of the auditor’s basis for a conclusion about the achievement of the overall objectives of the auditor; and 
b. evidence that the audit was planned and performed in accordance with SAs and applicable legal and regulatory                 

requirements. 
 
Purpose of Audit Documentation 
The following are the purpose of Audit documentation: 

1. Assisting the engagement team to plan and perform the audit. 
2. Assisting members of the engagement team to direct and supervise the audit work, and to discharge their review                  

responsibilities. 
3. Enabling the engagement team to be accountable for its work. 
4. Retaining a record of matters of continuing significance to future audits. 
5. Enabling the conduct of quality control reviews and inspections. 
6. Enabling the conduct of external inspections in accordance with applicable legal, regulatory or other              

requirements. 
 
Questions  (SA 501 ) (REPEAT QUESTION 
Krishna Cycles Ltd is engaged in manufacturing of different type of Bicycles. On going through its financial                 
statements for the past years, it is observed that inventory is material to the financial statements. You as an                   
auditor of the company wanted to obtain sufficient appropriate audit evidence regarding the existence and               
condition of the inventory as appearing in the financial statements. Discuss, how would you proceed as an                 
auditor. 
 
Answer 
Refer MTP 1 May 2018 Question 2 
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MTP 2 November 2018 
 
Question (SA 230 - NATURE & PURPOSE) (REPEAT QUESTION) 
Audit documentation provides evidence of the auditor’s basis for a conclusion about the achievement of the                
overall objectives of the auditor. Explain clearly stating the nature and purpose of Audit Documentation. 
 
Answer 
Refer MTP 1 Nov 2018 Question 1 
 
 
Question (SA 501 -  SPECIFIC CONSIDERATIONS FOR SELECTED ITEMS) (REPEAT QUESTION) 
ABC Ltd is engaged in manufacturing of different type of yarns. On going through its financial statements for the                   
past years, it is observed that inventory is material to the financial statements. You as an auditor of the company                    
wanted to obtain sufficient appropriate audit evidence regarding the existence and condition of the inventory as                
appearing in the financial statements. Discuss, how would you proceed as an auditor. 
 
Answer 
Refer MTP 1 May  2018 Question 2 
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November 2018 Exam Question 
 
Question 
Examine with reasons (in short) whether the following statements are correct or incorrect:  
  
(i)   An auditor is not concerned with consistency of accounting policies relating to opening balances.  
(SA 510 INITIAL AUDIT ENGAGEMENTS - OPENING BALANCES) 
 
Answer 
Incorrect: In conducting an initial audit engagement, one of the objectives of the auditor with respect to opening                  
balances is to obtain sufficient appropriate audit evidence about whether appropriate accounting policies reflected in the                
opening balances have been consistently applied in the current period’s financial statements, or changes thereto are                
properly accounted for and adequately presented and disclosed in accordance with the applicable financial reporting               
framework.  
 
(ii)   Audit evidence obtained from external confirmation is always reliable. (EXTERNAL CONFIRMATION) 
 
Answer 
Incorrect: The reliability of information to be used as audit evidence, and therefore of the audit evidence itself, is                   
influenced by its source and its nature, and the circumstances under which it is obtained, including the controls over its                    
preparation and maintenance where relevant. Even when information to be used as audit evidence is obtained from                 
sources external to the entity, circumstances may exist that could affect its reliability.  
 
Question  (SA 510 INITIAL AUDIT ENGAGEMENTS - OPENING BALANCES) 
M/s Pankaj & Associates, Chartered Accountants, have been appointed as an auditor of ABC Limited. CA Pankaj                 
did not apply any audit procedures regarding opening balances. He argued that since financial statements were                
audited by the predecessor auditor therefore he is not required to verify them. Is CA Pankaj correct in his                   
approach?  
 
Answer 
Initial audit engagement is an engagement in which either :  

i. The financial statements for the prior period were not audited; or  
ii. The financial statements for the prior period were audited by a predecessor auditor.  

From the above, it is quite clear that CA Pankaj is not correct in his approach and therefore would be required to follow                       
the initial audit engagement and also apply audit procedures regarding opening balances.  
 
Audit Procedures regarding Opening Balances; The auditor shall read the most recent financial statements, if any,                
and the predecessor auditor’s report thereon, if any, for information relevant to opening balances, including disclosures.  
The auditor shall obtain sufficient appropriate audit evidence about whether the opening balances contain              
misstatements that materially affect the current period’s financial statements by:  

a. Determining whether the prior period’s closing balances have been correctly brought forward to the current               
period or, when appropriate, any adjustments have been disclosed as prior period items in the current year’s                 
Statement of Profit and Loss;  

b. Determining whether the opening balances reflect the application of appropriate accounting policies; and  
c. Performing one or more of the following:  
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i. Where the prior year financial statements were audited, perusing the copies of the audited financial               

statements including the other relevant documents relating to the prior period financial statements;  
ii. Evaluating whether audit procedures performed in the current period provide evidence relevant to the              

opening balances; or  
iii. Performing specific audit procedures to obtain evidence regarding the opening balances.  

 
Question (SA 501 -  SPECIFIC CONSIDERATIONS FOR SELECTED ITEMS) 
Briefly mention the matters that are relevant in planning attendance at physical inventory counting. 
 
Answer 
Matters relevant in planning attendance at physical inventory counting:  
Matters relevant in planning attendance at physical inventory counting include, for example:  

i. Nature of inventory.  
ii. Stages of completion of work in progress.  

iii. The risks of material misstatement related to inventory.  
iv. The nature of the internal control related to inventory.  
v. Whether adequate procedures are expected to be established and proper instructions issued for physical              

inventory counting.  
vi. The timing of physical inventory counting.  

vii. Whether the entity maintains a perpetual inventory system.  
viii. The locations at which inventory is held, including the materiality of the inventory and the risks of material                  

misstatement at different locations, in deciding at which locations attendance is appropriate  
ix. Whether the assistance of an auditor’s expert is needed.  
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May 2019 
 

RTP May 2019 
 
Question  
Multiple Choice Questions 
1. Coyote Ltd. is dealing in trading of electronic goods. Huge inventory (60% approximately) of the               
company is lying on consignment (i.e. under the custody of third party). CA. Star, the auditor of the company,                   
wants to obtain sufficient appropriate audit evidence regarding the existence and condition of the inventory               
lying on consignment. Thus, he requested & obtained confirmation from the third party as to the quantities and                  
condition of inventory held on behalf of the entity, however, it raised doubts about the integrity and objectivity                  
of the third party. Which of the following other audit procedures may be performed by CA. Star to obtain                   
sufficient appropriate audit evidence regarding the existence and condition of the inventory under the              
custody of third party? 

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

 
Answer 
(d) 
 
2. CA. Bobby is a recently qualified Chartered Accountant. He is appointed as an auditor of Droopy Ltd. for                  
the current Financial Year 2017-18. He is quite conservative in nature which is also replicated in his                 
professional work. CA. Bobby is of the view that he shall record all the matters related to audit, audit                   
procedures to be performed, audit evidence obtained and conclusions reached. Thus, he maintained a file and                
recorded each and every of his findings during the audit. His audit file, besides other things, includes audit                  
programmes, notes reflecting preliminary thinking, letters of confirmation, e-mails concerning significant           
matters, etc. State which of the following need not be included in the audit documentation? 

a. Audit programmes. 
b. Notes reflecting preliminary thinking. 
c. Letters of confirmation. 
d. E-mails concerning significant matters. 

 
Answer 
(b) 
 
Question 
State with reason (in short) whether the following statements are true or false: 
(i) Audit documentation is a substitute for the entity’s accounting records. (SA 230) 
 
Answer 
Incorrect: The auditor may include copies of the entity’s records (for example, significant and specific contracts and                  

agreements) as part of audit documentation. Audit documentation is not a substitute for the entity’s accounting records. 
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(ii) An appropriate time limit within which to complete the assembly of the final audit file is ordinarily not more                    
than 30 days after the date of the auditor’s report. (SA 230 - FINAL AUDIT FILE) 
 
Answer 
Incorrect: SQC 1 “Quality Control for Firms that perform Audits and Review of Historical Financial Information, and                 
other Assurance and related services”, requires firms to establish policies and procedures for the timely completion of                 
the assembly of audit files. An appropriate time limit within which to complete the assembly of the final audit file is                     
ordinarily not more than 60 days after the date of the auditor’s report. 
 
Question (SA 230 - NATURE & PURPOSE) (REPEAT QUESTION) 
What do you mean by Audit  Documentation? Also, explain the nature and purpose of  audit documentation. 
 
Answer 
Refer MTP 1 November 2018 Question 1 
 
Question (DOCUMENTATION OF SIGNIFICANT MATTERS) 
Judging the significance of a matter requires an objective analysis of the facts and circumstances.               
Documentation of the professional judgments made, where significant, serves to explain the auditor’s             
conclusions and to reinforce the quality of the judgment. Explain with the help of examples. 
 
Answer 
Documentation of Significant Matters and Related Significant Professional Judgments 
Judging the significance of a matter requires an objective analysis of the facts and circumstances. 
Examples of significant matters include: 

● Matters that give rise to significant risks. 
● Results of audit procedures indicating (a) that the financial statements could be materially misstated, or (b) a                 

need to revise the auditor’s previous assessment of the risks of material misstatement and the auditor’s                
responses to those risks.  

● Circumstances that cause the auditor significant difficulty in applying necessary audit procedures. 
● Findings that could result in a modification to the audit opinion or the inclusion of an Emphasis of Matter                   

Paragraph in the auditor’s report. 
An important factor in determining the form, content and extent of audit documentation of significant matters is the                  
extent  of professional  judgment exercised in performing the work and evaluating the results. 
Documentation of the professional judgments made, where significant, serves to explain the auditor’s conclusions and to                
reinforce the quality of the judgment. Such matters are of particular interest to those responsible for reviewing audit                  
documentation, including those carrying out subsequent audits, when reviewing matters of continuing significance (for              
example, when performing a  retrospective review of accounting estimates). 
 
Some examples of circumstances in which it is appropriate to prepare audit documentation relating to the use of                  
professional judgment include, where the matters and judgments are significant: 

1. The rationale for the auditor’s conclusion when a requirement provides that the auditor ‘shall consider’ certain                
information or factors, and that consideration is significant in the context of the particular engagement. 

2. The basis for the auditor’s conclusion on the reasonableness of areas of subjective judgments (for example, the                 
reasonableness of significant accounting estimates). 
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3. The basis for the auditor’s conclusions about the authenticity of a document when further investigation (such as                 

making appropriate use of an expert or of confirmation procedures) is undertaken in response to conditions                
identified during the audit that caused the auditor to believe that the document may not be authentic. 
 
 

Question  (SA 570 - GOING CONCERN) 
On the basis of which assumption the financial statements of a company are prepared. Explain. Also describe                 
the objectives of the  auditor  regarding  going  concern. 
 
Answer 
Going Concern Basis of Accounting 
Under the going concern basis of accounting, the financial statements are prepared on the assumption that the entity is                   
a going concern and will continue its operations for the foreseeable future. When the use of the going concern basis of                     
accounting is appropriate, assets and liabilities are recorded on the basis that the entity will be able to realize its assets                     
and discharge its liabilities in the normal course of business. 
Objectives of the auditor regarding going concern are : (Refer SA 570) 
 
Question (AUDIT EVIDENCE - SA 560 SUBSEQUENT EVENTS) 
The auditor shall perform audit procedures designed to obtain sufficient appropriate audit evidence that all               
events occurring between the date of the financial statements and the date of the auditor’s report that require                  
adjustment of, or disclosure in, the financial statements have been identified. Explain. 
Answer 
Audit Procedure Regarding Events Occurring Between The Date Of The Financial Statements And The Date Of                
The Auditor’s Report 
The auditor shall perform audit procedures designed to obtain sufficient appropriate audit evidence that all events                
occurring between the date of the financial statements and the date of the auditor’s report that require adjustment of, or                    
disclosure in, the financial statements have been identified. 
The auditor is not, however, expected to perform additional audit procedures on matters to which previously applied                 
audit procedures have provided satisfactory conclusions. 
The auditor shall perform the procedures required above so that they cover the period from the date of the financial                    
statements to the date of the auditor’s report, or as near as practicable thereto. The auditor shall take into account the                     
auditor’s risk assessment which shall include the following: 

a. Obtaining an understanding of any procedures management has established to ensure that subsequent events              
are identified. 

b. Inquiring of management and, where appropriate, those charged with governance as to whether any subsequent               
events have occurred which might affect the financial statements. 

c. Reading minutes, if any, of the meetings, of the entity’s owners, management and those charged with governance,                 
that have been held after the date of the financial statements and inquiring about matters discussed at any such                   
meetings for which minutes are not yet available. 

d. Reading the entity’s latest subsequent interim financial statements, if any. 
 

 
Question (SA 550 - RELATED PARTIES) 
There are specific accounting and disclosure requirements for related party relationships, transactions and             
balances to enable users of the financial statements to understand their nature and effects on the financial                 
statements.  Analyse  and  explain stating the responsibility of auditor in this regard. 
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Answer 
Responsibilities of the Auditor 
There are specific accounting and disclosure requirements for related party relationships, transactions and balances to               
enable users  of  the financial statements  to understand their nature and effects on the financial statements. 
The auditor has a responsibility to perform audit procedures to identify, assess and respond to the risks of material                   
misstatement arising from the entity’s failure to appropriately account for related party relationships, transactions or               
balances. 
The auditor needs to obtain an understanding of the entity’s related party relationships and transactions sufficient to be                  
able to conclude whether the financial statements, insofar as they are affected by those relationships and transactions: 
(a)    Achieve a true and fair presentation; or 
(b)    Are not misleading (for compliance frameworks). 
In addition, an understanding of the entity’s related party relationships and transactions is relevant to the auditor’s                 
evaluation of whether fraud risk factors are present as required by SA 240. This is because fraud may be more easily                     
committed through related parties. 
Owing to the inherent limitations of an audit, there is an unavoidable risk that some material misstatements of the                   
financial statements may not be detected, even though the audit is properly planned and performed in accordance with                  
the SAs. In the context of related parties, the potential effects of inherent limitations on the auditor’s ability to detect                    
material misstatements are greater for such reasons as the following: 

● Management may be unaware of the existence of all related party relationships. 
● Related party relationships may present a greater opportunity for collusion, concealment or manipulation by              

management. 
● Planning and performing the audit with professional skepticism as required by SA 200 is therefore particularly                

important in this context, given the potential for undisclosed related party relationships and transactions. The               
requirements in this SA are designed to assist the auditor in identifying and assessing the risks of material                  
misstatement associated with related party relationships and transactions, and in designing audit procedures to              
respond  to  the  assessed risks. 

 

 
 
Question (AUDIT EVIDENCE - FACTORS AFFECTING THE AUDITOR’S JUDGEMENT ) (REPEAT QUESTION) 
The quantity of audit evidence needed is affected by the auditor’s assessment of the risks of misstatement (the                  
higher the assessed risks, the more audit evidence is likely to be required) and also by the quality of such audit                     
evidence (the higher the quality, the less may be required). Obtaining more audit evidence, however, may not                 
compensate for its poor quality. Analyse and Explain stating clearly the factors affecting the auditor’s               
judgement as to sufficiency of audit evidence. 
 
Answer 
Refer RTP May 2018 Question 5 
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MTP 1 May 2019 
 
Question 
Multiple Choice Questions 
1.  Audit documentation provides:  

a. evidence of the auditor’s basis for a conclusion about the achievement of the overall objectives of the                 
auditor; or evidence that the audit was planned and performed in accordance with SAs and applicable                
legal and regulatory requirements.  

b. evidence of the auditor’s basis for a conclusion about the achievement of the overall objectives of the                 
auditor; and evidence that the audit was planned and performed in accordance with SAs and applicable                
legal and regulatory requirements. 

c. evidence of the auditor’s basis for a conclusion about the achievement of the overall objectives of the                 
auditor  

d. evidence that the audit was planned and performed in accordance with SAs and applicable legal and                
regulatory requirements.  

 
Answer 
(b) 
 
2.  Which of the following is not an example of audit documentation:  

a. Audit programmes  
b. Summaries of significant matters  
c. Audit file  
d. Checklists.  

 
Answer 
(c ) 
 
3. Which of the following is incorrect :  

a. Inquiry consists of seeking information of unknown persons, both financial and non- financial, within the               
entity or outside the entity.  

b. Inquiry is used extensively throughout the audit in addition to other audit procedures.  
c. Inquiries may range from formal written inquiries to informal oral inquiries. Evaluating responses to              

inquiries is an integral part of the inquiry process.  
d. Responses to inquiries may provide the auditor with information not previously possessed or with              

corroborative audit evidence.  
 
Answer 
(a) 
 
4.  Which of the following is incorrect :  

a. Written representations are necessary information that the auditor requires in connection with the audit              
of the entity’s financial statements.  

b. Similar to responses to inquiries, written representations are audit evidence.  
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c. Written representations are requested from those responsible for the preparation and presentation of             

the financial statements.  
d. Written representations provide necessary audit evidence and also they provide sufficient appropriate            

audit evidence on their own about any of the matters with which they deal. 
 
Answer 
(d ) 
 
Question (AUDIT DOCUMENTATION - FINAL AUDIT FILE) (REPEAT QUESTION) 
The auditor shall assemble the audit documentation in an audit file and complete the administrative process of                 
assembling the final audit file on a timely basis after the date of the auditor’s report. Discuss.  
 
Answer 
Refer MTP1 May 2018 Question 1 
 
Question (SA 501 -  SPECIFIC CONSIDERATIONS FOR SELECTED ITEMS) (REPEAT QUESTION) 
ABC Ltd is engaged in manufacturing of different type of yarns. On going through its financial statements for the                   
past years, it is observed that inventory is material to the financial statements. You as an auditor of the company                    
wanted to obtain sufficient appropriate audit evidence regarding the existence and condition of the inventory as                
appearing in the financial statements. Discuss, how would you proceed as an auditor. 
 
Answer 
Refer MTP 1 May 2018 Question 2 
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MTP 2 May 2019 
 
 
Question 
Multiple Choice Questions 
 
1. Which of the following is correct :  

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

b. The auditor shall assemble the audit documentation in an audit file and shall not complete the                
administrative process of assembling the final audit file.  

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

d. The auditor shall not assemble the audit documentation in an audit file 
 
Answer 
(a) 
 
2. Audit evidence includes  

a. the information contained in the accounting records underlying the financial statements  
b. both information contained in the accounting records underlying the financial statements and other             

information.  
c. other information.  
d. information contained in the accounting records underlying the financial statements or other             

information 
 
Answer 
(b) 
 
3. Most of the auditor’s work in forming the auditor’s opinion consists of :  

a. obtaining audit evidence.  
b. evaluating audit evidence.  
c. obtaining or evaluating audit evidence.  
d. obtaining and evaluating audit evidence 

 
Answer 
(d) 
 
4. A request that the confirming party respond directly to the auditor only if the confirming party disagrees with                   
the information provided in the request is-  

a. Positive confirmation request 
b. Non-response  
c. Exception  
d. Negative confirmation request  
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Answer 
(d) 
 
Question (SA 230 - FACTORS ON WHICH FORM, CONTENT & EXTENT DEPENDS)(REPEAT QUESTION) 
Discuss with reference to SA-230, factors affecting form, contents and extent of audit documentation.  
 
Answer 
Refer RTP November 2018 Question 2 
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May 2019 Exam Question 
 
Question 
State with reason (in short) whether the following statements are true or false: 
Positive Confirmation Request is a request where the confirming party respond only if it disagrees with the                 
information provided in the request. (SA 505 - POSITIVE CONFIRMATION REQUEST) 
 
Answer 
Incorrect –In Positive confirmation request confirming party respond directly to the auditor indicating whether the               
confirming party agrees or disagrees with the information in the request, or providing the requested information                
whereas Negative confirmation request is a request that the confirming party respond directly to the auditor only if the                   
confirming party disagrees with the information provided in the request. 
 
 
Question  
“Completion Memorandum” is helpful as part of the audit documentation. Explain. (SA 230 - AUDIT                  
DOCUMENTATION SUMMARY) 
 
Answer 
Completion Memorandum or Audit Documentation Summary. 
 
The auditor may consider it helpful to prepare and retain as part of the audit documentation 
a summary (sometimes known as a completion memorandum) that describes- 
(i)  the significant matters identified during the audit. 
(ii)  how they were addressed. 

Such a summary may facilitate effective and efficient review and inspection of the audit documentation, particularly for 
large and complex audits. Further, the preparation of such a summary may assist auditor’s consideration of the 
significant matters. It may also help the auditor to consider whether there is any individual relevant SA objective that the 
auditor cannot achieve that would prevent the auditor from achieving the overall objectives of the auditor. 
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Study Material 
 
Question  
Multiple Choice Questions 
(i) ________ refers to the record of audit procedures performed, relevant audit evidence obtained, and conclusions                
the auditor reached.  

a. Audit Techniques  
b. Audit evidence  
c. Audit Documentation  
d. None of the above  

 
(ii) _________ may be defined as one or more folders or other storage media, in physical or electronic form,                   
containing the records that comprise the audit documentation for a specific engagement.  

a. Audit File  
b. Audit evidence  
c. Completion Memorandum  
d. both (a) and (b) above 

 
(iii) As per SQC-1 “An appropriate time limit within which to complete the assembly of the fi nal audit fi le is                      
ordinarily not more than ____ days after the date of the auditor’s report”.  

a. 30  
b. 60  
c. 90  
d. 45  

 
(iv) A request that the confi rming party respond directly to the auditor only if the confi rming party disagrees                    
with the information provided in the request.  

a. Positive confirmation request  
b. Non Response  
c. Negative Confirmation request  
d. Exception 

 
(v) Auditor’s judgment as to sufficiency may be affected by which factor:  

a. Materiality  
b. Risk of material misstatement  
c. Size and characteristics of the population.  
d. All of the above  

 
(vi) Which of the following is not an Audit procedures to obtain audit evidence :  

a. Inspection  
b. Observation  
c. External Confirmation  
d. None of the above 
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(vii) 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 

 

Answer 
1(c) 2(a) 3(b) 4(c) 5(d) 
6(d) 7(d) 
 
Question 
State with reason (in short) whether the following statements are true or false: 
(i)   As per SA 230 on “Audit Documentation”, the working papers are not the property of the auditor. (SA 230) 
 
Answer 
Incorrect: As per SA 230 on “Audit Documentation” the working papers are the property of the auditor and the auditor                    
has right to retain them. He may at his discretion can make available working papers to his client. The auditor should                     
retain them long enough to meet the needs of his practice and legal or professional requirement.  
 
(ii)  Purchase invoice is an example of internal evidence.  (AUDIT EVIDENCE) 
 
Answer 
Incorrect: Internal evidence is the evidence that originates within the client’s organisation. Since purchase invoice               
originates outside the client’s organisation, therefore, it is an example of external evidence. 
 
(iii)  Sufficiency is the measure of the quality of audit evidence. (AUDIT EVIDENCE) 
 
Answer 
Incorrect: Sufficiency is the measure of the quantity of audit evidence. On the other hand, appropriation is the measure                   
of the quality of audit evidence.  
 
Question (SA 230) 
Define audit documentation. Also give some examples.  
 
Answer 
Audit documentation:  
SA 230 on “Audit Documentation”, audit documentation refers to the record of audit procedures performed, relevant                
audit evidence obtained, and conclusions the auditor reached. (terms such as “working papers” or “work papers” are also                  
sometimes used.)  
Audit Documentation include:  
● Audit programmes.  
● Analyses.  
● Issues memoranda.  
● Summaries of significant matters.  
● Letters of confirmation and representation.  
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● Checklists.  
● Correspondence (including e-mail) concerning significant matters.  
 
Question (SA 230 - COMPLETION MEMORANDUM) 
“Audit documentation summary may facilitate effective and efficient reviews and inspections of the audit              
documentation, particularly for large and complex audits”. Explain.  
 
Answer 
Completion Memorandum or Audit Documentation Summary  
The auditor may consider it helpful to prepare and retain as part of the audit documentation a summary (sometimes                   
known as a completion memorandum) that describes-  

● the significant matters identified during the audit and  
● how they were addressed.  

Such a summary may facilitate effective and efficient review and inspection of the audit documentation, particularly for                 
large and complex audits. Further, the preparation of such a summary may assist auditor’s consideration of the                 
significant matters. It may also help the auditor to consider whether there is any individual relevant SA objective that the                    
auditor cannot achieve that would prevent the auditor from achieving the overall objectives of the auditor. 
 
Question (SA 580) 
“Although written representations provide necessary audit evidence yet they do not provide sufficient             
appropriate audit evidence on their own about any of the matters with which they deal”. Discuss.  
 
Answer 
Audit evidence is all the information used by the auditor in arriving at the conclusions on which the audit opinion is                     
based. Written representations are necessary information that the auditor requires in connection with the audit of the                 
entity’s financial statements. Accordingly, similar to responses to inquiries, written representations are audit evidence.  
Written representations are requested from those responsible for the preparation and presentation of the fi nancial                
statements.  
Although written representations provide necessary audit evidence, they do not provide sufficient appropriate audit              
evidence on their own about any of the matters with which they deal. Furthermore, the fact that management has                   
provided reliable written representations does not aff ect the nature or extent of other audit evidence that the auditor                   
obtains about the fulfillment of management’s responsibilities, or about specific assertions.  
 
Question  (SA 510 INITIAL AUDIT ENGAGEMENTS - OPENING BALANCES) 
Discuss the objective of Auditor with respect to Opening balances – in conducting an initial audit engagement. 
 
Answer 
Objective of Auditor with respect to Opening Balances – in conducting an Initial Audit Engagement 
In conducting an initial audit engagement, the objective of the auditor with respect to opening balances is to obtain                   
sufficient appropriate audit evidence about whether:  

a. Opening balances contain misstatements that materially aff ect the current period’s financial statements; and  
b. Appropriate accounting policies reflected in the opening balances have been consistently applied in the current               

period’s financial statements, or changes thereto are properly accounted for and adequately presented and              

disclosed in accordance with the applicable financial reporting framework.   
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Illustrations 
 
Illustration ( SA 580 WRITTEN REPRESENTATION ) 
The auditor P of PAR and Co., a firm of Chartered Accountants is conducting audit of Kapur Industries Ltd. The                    
auditor requests management to provide Banker’s certificate in support of Fixed deposits whereas management              
provides only written representation on the matter.  
Discuss how would you deal as an auditor. 
 
Solution 
Although written representations provide necessary audit evidence, they do not provide sufficient appropriate audit              
evidence on their own about any of the matters with which they deal. Furthermore, the fact that management has                   
provided reliable written representations does not affect the nature or extent of other audit evidence that the auditor                  
obtains about the fulfillment of management’s responsibilities, or about specific assertions. Applying the above to the                
given problem, the auditor would further request the management to provide him with the Banker’s certificate in                 
support of fi xed deposits held by the company.  
 
Illustration (SA 501 AUDIT EVIDENCE - SPECIFIC CONSIDERATION FOR SELECTED ITEMS) 
Paramount Exports Ltd is a manufacturer exporter having its own production capacity and also gets the job                 
work done through various job workers. The auditor of Paramount Exports Ltd. Considers that inventory held                
with job workers is material to the fi nancial statements. Required Suggest the audit procedures in the given                  
case.  
 
Solution 
When inventory under the custody and control of a third party is material to the fi nancial statements, the auditor shall                     
obtain sufficient appropriate audit evidence regarding the existence and condition of that inventory by performing one                
or both of the following:  

a. Request confirmation from the third party as to the quantities and condition of inventory held on behalf of the                   
entity.  

b. Perform inspection or other audit procedures appropriate in the circumstances.  
 
Illustration (SA 501 AUDIT EVIDENCE - SPECIFIC CONSIDERATION FOR SELECTED ITEMS) 
Pride India Ltd is a manufacturer of various FMCG (fast moving consumable goods) range of products. The                 
company is having several cases of litigation pending in courts. The auditor wanted to identify litigation and                 
claims resulting to risk of material misstatement.  
Suggest the auditor with reference to SAs.  
 
Solution 
The auditor shall design and perform audit procedures in order to identify litigation and claims involving the entity                  
which may give rise to a risk of material misstatement, including:  

a. Inquiry of management and, where applicable, others within the entity, including in-house legal counsel;  
b. Reviewing minutes of meetings of those charged with governance and correspondence between the entity and its                

external legal counsel; 
c. Reviewing legal expense accounts.  
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If the auditor assesses a risk of material misstatement regarding litigation or claims that have been identified, or when                   
audit procedures performed indicate that other material litigation or claims may exist, the auditor shall, in addition to                  
the procedures required by other SAs, seek direct communication with the entity’s external legal counsel.  
 
Illustration (SA 505 External Confirmation ) 
While conducting the audit of Jay Kay Ltd, the auditor K of KLM and Associates, Chartered Accountants observes                  
that there are a large number of Trade payables and receivables standing in the books of accounts as on 31st                    
March. The auditor wanted to send confirmation request to few trade receivables but the management refused                
the auditor to send confirmation request. Required How would the auditor proceed?  
 
Solution 
 
If management refuses to allow the auditor to send a confirmation request, the auditor shall:  
 

a. Inquire as to management’s reasons for the refusal, and seek audit evidence as to their validity and                 
reasonableness;  

b. Evaluate the implications of management’s refusal on the auditor’s assessment of the relevant risks of material                
misstatement, including the risk of fraud, and on the nature, timing and extent of other audit procedures; 

c. Perform alternative audit procedures designed to obtain relevant and reliable audit evidence.  
 
If the auditor concludes that management’s refusal to allow the auditor to send a confirmation request is unreasonable,                  
or the auditor is unable to obtain relevant and reliable audit evidence from alternative audit procedures, the auditor                  
shall communicate with those charged with governance in accordance with SA 260.  
 
The auditor also shall determine the implications for the audit and the auditor’s opinion in accordance with SA 705. 
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Sample  Questions - MCQ 
 

1. What are analytical procedures?  
a. Substantive tests designed to assess control risk  
b. Substantive tests designed to evaluate the validity of management’s representation letter  
c. Substantive tests designed to study the relationships between financial and non-financial data  
d. All of the above  

 
2. SQC 1 “Quality Control for Firms that perform Audits and Review of Historical Financial Information, and                

other Assurance and related services”, requires firms to establish policies and procedures for the timely               
completion of the assembly of audit files. An appropriate time limit within which to complete the                
assembly of the final audit file is  

a. ordinarily not more than 60 days after the date of the auditor’s report.  
b. ordinarily not more than 30 days after the date of the auditor’s report.  
c. ordinarily not more than 90 days after the date of the auditor’s report.  
d. ordinarily not more than 120 days after the date of the auditor’s report.  

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

a. Audit File  
b. engagement documentation.  
c. Final Audit file  
d. Audit Documentation  

 
4. SQC 1 requires firms to establish policies and procedures for the retention of engagement              

documentation. The retention period for audit engagements ordinarily is :  
a. no shorter than eight years from the date of the auditor’s report, or, if later, the date of the group                    

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

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

auditor’s report.  
d. no shorter than ten years from the date of the auditor’s report, or, if later, the date of the group                    

auditor’s report.  
 
 

5. The completion of the assembly of the final audit file after the date of the auditor’s report is  
a. an administrative process that does not involve the performance of new audit procedures but              

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

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

drawing of new conclusions.  
d. a statutory process.  

 
6.  
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● Audit programmes.  
● Analyses.  
● Issues memoranda.  
● Summaries of significant matters, are examples of :  

a. Audit Evidence  
b. Audit Documentation  
c. Audit File 
d. Final Audit File  

 
7. The auditor shall assemble the audit documentation in _____and complete the administrative process of              

assembling the final audit file on a timely basis after the date of the auditor’s report.  
a. audit note book  
b. completion memorandum  
c. audit file  
d. any of the above  

 
8. After the assembly of the final audit file has been completed  

a. the auditor shall delete or discard the audit documentation of any nature before the end of its                 
retention period.  

b. the auditor may delete or discard audit documentation of any nature before the end of its                
retention period.  

c. the auditor may not delete or discard audit documentation of any nature before the end of its                 
retention period.  

d. the auditor shall not delete or discard audit documentation of any nature before the end of its                 
retention period.  
 

9. Judging the significance of a matter requires _____of the facts and circumstances.  
a. objective analysis  
b. subjective analysis  
c. Both subjective and objective analysis  
d. qualitative analysis  

 
10. An important factor in determining the form, content and extent of audit documentation of significant               

matters is the extent of _________exercised in performing the work and evaluating the results.  
a. professional skepticism  
b. professional integrity  
c. professional judgment  
d. Professional sincerity  

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

primarily obtained from audit procedures performed during the course of the audit.  
a. cumulative  
b. regressive  
c. selective  
d. objective  
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12. Which statement is correct regarding written representations  

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

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

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

d. Written representations are not related to audit evidence.  
 

13. Audit documentation provides:  
a. evidences of the auditor’s basis for a conclusion about the achievement of the overall objectives of                

the auditor; or evidence that the audit was planned and performed in accordance with SAs and                
applicable legal and regulatory requirements.  

b. evidences of the auditor’s basis for a conclusion about the achievement of the overall objectives of                
the auditor; and evidence that the audit was planned and performed in accordance with SAs and                
applicable legal and regulatory requirements.  

c. evidences of the auditor’s basis for a conclusion about the achievement of the overall objectives of                
the auditor 

d. evidence that the audit was planned and performed in accordance with SAs and applicable legal               
and regulatory requirements.  
 

14. Which of the following is not an example of audit documentation:  
a. Audit programmes 
b. Summaries of significant matters  
c. Audit file  
d. Checklists.  

 
 

15. Which of the following is correct :  
a. The auditor shall assemble the audit documentation in an audit file and complete the              

administrative process  
b. The auditor shall assemble the audit documentation in an audit file and shall not complete the                

administrative process of assembling the final audit file.  
c. The auditor shall assemble the audit documentation in an audit file and complete the              

administrative process  
d.  The auditor shall not assemble the audit documentation in an audit file.  

 
16. 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. Standard on Quality Control (SQC) 1 provides that, unless otherwise specified by law or              
regulation, audit documentation is the property of the auditor.  
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17. Audit evidence includes  
a. information contained in the accounting records underlying the financial statements  
b. both information contained in the accounting records underlying the financial statements and            

other information.  
c. other information.  
d. information contained in the accounting records underlying the financial statements or other            

information.  
 

18. Most of the auditor’s work in forming the auditor’s opinion consists of obtaining and evaluating audit                
evidence.  

a. obtaining audit evidence.  
b. evaluating audit evidence.  
c. obtaining or evaluating audit evidence.  
d. obtaining and evaluating audit evidence.  

 
19. Audit procedures to obtain audit evidence can include  

a. inspection, observation, confirmation, recalculation, re-performance and analytical procedures  
b. inspection, observation, confirmation, recalculation and reperformance  
c. inspection, observation, confirmation and analytical procedures  
d. inspection, observation, recalculation, re-performance and analytical procedures  

 
20. Coyote Ltd. is dealing in trading of electronic goods. Huge inventory (60% approximately) of the               

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

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

  
21. CA. Bobby is a recently qualified Chartered Accountant. He is appointed as an auditor of Droopy Ltd. for                  

the current Financial Year 2017-18. He is quite conservative in nature which is also replicated in his                 
professional work. CA. Bobby is of the view that he shall record all the matters related to audit, audit                   
procedures to be performed, audit evidence obtained and conclusions reached. Thus, he maintained a file               
and recorded each and every one of his findings during the audit. His audit file, besides other things,                  
includes audit programmes, notes reflecting preliminary thinking, letters of confirmation, emails           
concerning significant matters, etc. State which of the following need not be included in the audit                
documentation?  

a. Audit programmes.  
b. Notes reflecting preliminary thinking. 
c. Letters of confirmation.  
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d. Emails concerning significant matters.  

 
 
 

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

RTP November 2019 
 
Question  
Multiple Choice Questions 

1.  Judging the significance of a matter requires _____of the facts and circumstances. 
(a) objective analysis 
(b) subjective analysis 
(c) Both subjective and objective analysis 
(d) qualitative analysis 

 
Answer 
(a) 
 

2. An important factor in determining the form, content and extent of audit documentation of significant 
matters is the extent of _________exercised in performing the work and evaluating the results. 

(a) professional skepticism 
(b) professional integrity 
(c) professional judgment 
(d) Professional sincerity 

 
Answer 
(c) 
 

3. Audit evidence is necessary to support the auditor’s opinion and report. It is_____in nature and is 
primarily obtained from audit procedures performed during the course of the audit. 

(a) cumulative  
(b) regressive  
(c) selective  
(d) Objective 

 
Answer 
(a) 
 

4. A failure of the confirming party to respond, or fully respond to a positive confirmation request, or a 
confirmation request returned undelivered is called- 

(a) Negative confirmation request 
(b) Non-response 
(c) Exception 
(d) Positive confirmation request 
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Answer 
(b) 
 
Question  
State with reason (in short) whether the following statements are true or false: 

(a) Inquiry alone provides sufficient audit evidence of the absence of a material misstatement at the 
assertion level and of the operating effectiveness of controls. 

 
Answer 

(a) Incorrect: Although inquiry may provide important audit evidence, and may even produce evidence of a 
misstatement, inquiry alone ordinarily does not provide sufficient audit evidence of the absence of a material 
misstatement at the assertion level, nor of the operating effectiveness of controls. 

 
Question  
Auditing is a logical process. An auditor is called upon to assess the actualities of the situation, review the 
statements of account and give an expert opinion about the truth and fairness of such accounts. This he cannot 
do unless he has examined the financial statements objectively. He needs evidence to obtain information for 
arriving at his judgment. Discuss explaining clearly the detailed meaning of audit evidence. 
 
Answer 
Auditing is a logical process. An auditor is called upon to assess the actualities of the situation, review the statements of 
account and give an expert opinion about the truth and fairness of such accounts. This he cannot do unless he has 
examined the financial statements objectively. 

 
Objective examination connotes critical examination and scrutiny of the accounting statements of the undertaking with a 
view to assessing how far the statements present the actual state of affairs in the correct context and whether they give a 
true and fair view about the financial results and state of affairs. An opinion founded on a rather reckless and negligent 
examination and evaluation may expose the auditor to legal action with consequential loss of professional standing and 
prestige. 

 
He needs evidence to obtain information for arriving at his judgment. 

 
Audit evidence may be defined as the information used by the auditor in arriving at the conclusions on which the 
auditor’s opinion is based. Audit evidence includes both the information contained in the accounting records underlying 
the financial statements and other information. 

 
Explaining this further, audit evidence includes:- 

 
(1) Information contained in the accounting records:Accounting records include the records of initial accounting entries 
and supporting records, such as checks and records of electronic fund transfers; invoices; contracts; the general and 
subsidiary ledgers, journal entries and other adjustments to the financial statements that are not reflected in journal 
entries; and records such as worksheets and spreadsheets supporting cost allocations, computations, reconciliations and 
disclosures. 
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(2) Other information that authenticates the accounting records and also supports the auditor’s rationale behind the true 
and fair presentation of the financial statements: Other information which the auditor may use as audit evidence 
includes, for example, minutes of the meetings, written confirmations from trade receivables and trade payables, 
manuals containing details of internal control etc. A combination of tests of accounting records and other information is 
generally used by the auditor to support his opinion on the financial statements. 

 
Question 
Audit evidence is necessary to support the auditor’s opinion and report. It is cumulative in nature and is 
primarily obtained from audit procedures performed during the course of the audit. Most of the auditor’s work 
in forming the auditor’s opinion consists of obtaining and evaluating audit evidence. Explain. 
 
Answer 
Audit evidence is necessary to support the auditor’s opinion and report. It is cumulative in nature and is primarily 
obtained from audit procedures performed during the course of the audit. It may, however, also include information 
obtained from other sources such as previous audits. In addition to other sources inside and outside the entity, the 
entity’s accounting records are an important source of audit evidence. Also, information that may be used as audit 
evidence may have been prepared using the work of a management’s expert. Audit evidence comprises both information 
that supports and corroborates management’s assertions, and any information that contradicts such assertions. In 
addition, in some cases the absence of information (for example, management’s refusal to provide a requested 
representation) is used by the auditor, and therefore, also constitutes audit evidence. 

 
Most of the auditor’s work in forming the auditor’s opinion consists of obtaining and evaluating audit evidence. Audit 
procedures to obtain audit evidence can include inspection, observation, confirmation, recalculation, re-performance 
and analytical procedures, often in some combination, in addition to inquiry. Although inquiry may provide important 
audit evidence, and may even produce evidence of a misstatement, inquiry alone ordinarily does not provide sufficient 
audit evidence of the absence of a material misstatement at the assertion level, nor of the operating effectiveness of 
controls. 

 
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  
SQC 1 requires firms to establish policies and procedures for the timely completion of the assembly of audit files. 
Explain. 
 
Answer 
The auditor shall assemble the audit documentation in an audit file and complete the administrative process of 
assembling the final audit file on a timely basis after the date of the auditor’s report. 
SQC 1 “Quality Control for Firms that perform Audits and Review of Historical Financial Information, and other 
Assurance and related services”, requires firms to establish policies and procedures for the timely completion of the 
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assembly of audit files. An appropriate time limit within which to complete the assembly of the final audit file is 
ordinarily not more than 60 days after the date of the auditor’s report. 
The completion of the assembly of the final audit file after the date of the auditor’s report is an administrative process 
that does not involve the performance of new audit procedures or the drawing of new conclusions. Changes may, 
however, be made to the audit documentation during the final assembly process, if they are administrative in nature. 

 
Examples of such changes include: 

● Deleting or discarding superseded documentation. 
● Sorting, collating and cross referencing working papers. 
● Signing off on completion checklists relating to the file assembly process. 
● Documenting audit evidence that the auditor has obtained, discussed and agreed with the relevant 

members of the engagement team before the date of the auditor’s report. 
● After the assembly of the final audit file has been completed, the auditor shall not delete or discard audit 

documentation of any nature before the end of its retention period. 
● SQC 1 requires firms to establish policies and procedures for the retention of engagement 

documentation.The retention period for audit engagements ordinarily is no shorter than seven years 
from the date of the auditor’s report, or, if later, the date of the group auditor’s report. 

 
Question 
When the use of the going concern basis of accounting is appropriate, assets and liabilities are recorded on the 
basis that the entity will be able to realize its assets and discharge its liabilities in the normal course of business. 
Explain stating also the objective of the auditor regarding going concern. 
 
Under the going concern basis of accounting, the financial statements are prepared on the assumption that the entity is a 
going concern and will continue its operations for the foreseeable future. When the use of the going concern basis of 
accounting is appropriate, assets and liabilities are recorded on the basis that the entity will be able to realize its assets 
and discharge its liabilities in the normal course of business. 

 
Objectives of the auditor regarding going concern 
(REFER Objective of the auditor regarding Going Concern in SA 570) 

 
Question  
Discuss the meaning and nature of Audit Documentation. 
 
Answer 
Audit documentation: SA 230 on “Audit Documentation”, audit documentation refers to the record of audit procedures 
performed, relevant audit evidence obtained, and conclusions the auditor reached. (terms such as “working papers” or 
“work papers” are also sometimes used.) 
Nature of Audit Documentation 
Audit documentation provides: 

(a) evidence of the auditor’s basis for a conclusion about the achievement of the overall objectives of the auditor; 
and 
(b) evidence that the audit was planned and performed in accordance with SAs and applicable legal and 
regulatory requirements. 
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Question 
Explain clearly objective of the auditor regarding written representation. 
 
Answer 
The objectives of the auditor regarding written representation 

 
The objectives of the auditor are: 
 

(a) To obtain written representations 
To obtain written representations from management. Also that management believes that it has fulfilled its 
responsibility for the preparation of the financial statements and for the completeness of the information 
provided to the auditor; 
 
(b) To support other evidence 
To support other audit evidence relevant to the financial statements or specific assertions in the financial 
statements by means of written representations; and 
 
(c) To respond appropriately 
To respond appropriately to written representations provided by management or if management does not 
provide the written representations requested by the auditor. 
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MTP 1 November 2019 
 
Question  

1. Which of the following is correct : 
(a) The auditor shall assemble the audit documentation in an audit file and complete the 

administrative process of assembling the final audit file on a timely basis after the date of the 
auditor’s report. 

(b) The auditor shall assemble the audit documentation in an audit file and shall not complete the 
administrative process of assembling the final audit file. 

(c) The auditor shall assemble the audit documentation in an audit file and complete the 
administrative process of assembling the final audit file on a timely basis before the date of the 
auditor’s report. 

(d) The auditor shall not assemble the audit documentation in an audit file. 
 
Answer 
(a) 
 

2. Audit evidence includes 
(a) information contained in the accounting records underlying the financial statements 
(b) both information contained in the accounting records underlying the financial statements and 

other information. 
(c) other information. 
(d) information contained in the accounting records underlying the financial statements or other 

information. 
 
Answer 
(b) 
 

3. Audit evidence is necessary to support the auditor’s opinion and report. It is_____in nature and is 
primarily obtained from audit procedures performed during the course of the audit. 

(a) Cumulative 
(b) Regressive 
(c) Selective 
(d) Objective 

 
Answer 
(a) 
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Exam Questions November 2019 
 
 
Question 
Briefly explain the policies and procedures of assembling the final audit file on a timely basis after the date of                    
auditors report under SQC - 1. 
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