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Suggested Answers 
Q. No.  Marks 

1 a) Incorrect. 

Reason: In an automated environment, the relationship between the 

application controls and General IT controls over IT systems are 

interrelated. The relationship between the application controls and the 

General IT Controls is such that General IT Controls are needed to support 

the functioning of application controls, and both are needed to ensure 

complete and accurate information processing through IT systems. 

b) Incorrect. 

Reason: Historical financial information relates to information expressed in 

financial terms of an entity about economic events, conditions or 

circumstances occurring in past periods. 

c) Incorrect. 

Reason: 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. As per SQC-1, the audit 

file shall be assembled within 60 days from the date of the auditor’s report. 

d) Incorrect. 

Reason: Where the firm is appointed as the auditor, the report is signed in 

the personal name of the auditor and in the name of the audit firm. 

e) Correct. 

Reason: As per SA 520, the term “analytical procedures” means evaluations 

of financial information through analysis of plausible relationships among 

both financial and non-financial data. 

f) Incorrect. 

Reason: A company should disclose in its Annual Report the shares in the 

company held by each shareholder holding more than 5 per cent of shares, 

specifying the number of shares held. 

g) Incorrect. 

Reason: As per SA 240, the primary responsibility for the prevention and 

detection of fraud rests with both those charged with governance of the 

entity and management. 

h) Incorrect. 

Reason: As per CARO 2020, an auditor has to check whether the company 

has entered into any non-cash transaction with directors or persons 

connected with him and, if so, whether the provisions of section 192 of the 

Companies Act 2013 have been complied with. Thus, this transaction will 

be reported by the auditor in his audit report. 

2 

marks 

for 

each 

(Any 

7) 

   

2   

a) Meaning of Sweat Equity Shares: As per Section 54 of the Companies Act 2013, 

“Sweat Equity Shares” mean equity shares issued by the company to its 

employees or directors at a discount or for consideration other than cash for 
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providing know-how or making available rights in the nature of intellectual 

property rights or value additions, by whatever name called. 

Disclosure requirements for promoter’s shareholding: 

 Name of the promoters. 

 The number of shares held by the promoters. 

 Percentage of total shares held by the promoters. 

 Percentage change during the year in promoters’ shareholding. 

b) Law: 

The management can request the auditor to change the terms of engagement 

before the completion of the engagement. The management can request changes 

due to the following: 

 a change in circumstances, or 

 a misunderstanding as to the nature of the audit, related services, or 

 a restriction on the scope of the management. 

The auditor shall check the justifications for the change in engagements. If the 

changes in the engagement are justified, then the auditor shall accept the change 

and obtain the revised engagement letter. 

Analysis & Conclusion: 

As per the given facts, CA P is the auditor of XYZ Limited for FY 2021-22. The 

management of XYZ Limited has requested the auditor to change the terms of 

original engagement as the company has diversified its business, and a few new 

products have been introduced by the company. Thus, this is a change in 

circumstances from the earlier change. Further, the change is justified due to 

business reasons. So, CA P can agree to the request of the management and shall 

obtain a revised engagement letter. 

4 

c) 1. When designing an audit sample, the auditor’s consideration includes the 

specific purpose to be achieved and the combination of audit procedures that 

is likely to best achieve that purpose. 

2. The auditor’s consideration of the purpose of the audit procedure includes a 

clear understanding of what constitutes a deviation or misstatement so that 

all and only those conditions that are relevant to the purpose of the audit 

procedure are included in the evaluation of deviations or projection of 

misstatements. 

3. In considering the characteristics of a population, for tests of controls, the 

auditor makes an assessment of the expected rate of deviation based on the 

auditor’s understanding of the relevant controls or on the examination of a 

small number of items from the population. This assessment is made in 

order to design an audit sample and to determine the sample size. 

3 

d) General IT controls that maintain the integrity of information and security of 

data commonly include controls over the following: 

 Data Center and Network Operations. 

 Program change. 

 Access security. 

 Application system acquisition, development, and maintenance (Business 

Applications). 

Access Security: 

 Objective: To ensure that access to programs and data is authenticated and 

authorized to meet financial reporting objectives. 
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 Activities: 

 Security Organization & Management 

 Security Policies & Procedures 

 Application Security 

 Data Security 

 Operating System Security 

 Network Security – Internal network, perimeter network 

 Physical Security – access controls, environment controls 

 System Administration & Privileged Accounts – Sysadmins, DBAs, 

Superusers 

   

3   

a) Audit procedures to obtain audit evidence include: 

 Inspection 

 Observation 

 External Confirmation 

 Recalculation 

 Re-performance 

 Analytical Procedures 

 Inquiry 

1. Inspection: Inspection involves examining records or documents, whether 

internal or external, in paper form, electronic form, or other media, or a 

physical examination of an asset. 

2. Observation: Observation consists of looking at a process or procedure being 

performed by others. Observation provides audit evidence about the 

performance of a process or procedure but is limited to the point in time at 

which the observation takes place and by the fact that the act of being 

observed may affect how the process or procedure is performed. 

3. External Confirmation: An external confirmation represents audit evidence 

obtained by the auditor as a direct written response to the auditor from a 

third party (the confirming party), in paper form or by electronic or any 

other medium. 

4. Recalculation: Recalculation consists of checking the mathematical accuracy 

of documents or records. Recalculation may be performed manually or 

electronically. 

5. Re-performance: Re-performance involves the auditor’s independent 

execution of procedures or controls that were originally performed as part 

of the entity’s internal control. 

6. Analytical Procedures: Analytical procedures consist of evaluations of 

financial information made by a study of plausible relationships among both 

financial and non-financial data. 

7. Inquiry: Inquiry consists of seeking information from 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. 

4 

b) An auditor generally prefers to vouch for such expenses to verify the following 

attributes: 

 Whether the expenditure pertained to the current period under audit. 

4 

Downloaded From www.castudynotes.com

Join Us on Telegram http://t.me/canotes_ipcc

www.ca
stu

dy
no

te
s.c

om

http://www.castudynotes.com
http://t.me/canotes_ipcc
http://www.castudynotes.com


 Whether the expenditure qualified as revenue and not a capital 

expenditure. 

 Whether the expenditure had valid supporting documents like travel 

tickets, insurance policy, third- party invoice, etc. 

 Whether the expenditure has been classified under the correct expense 

head. 

 Whether the expenditure was authorised as per the delegation of 

authority matrix. 

 Whether the expenditure was in relation to the entity’s business and 

not a personal expenditure. 

c) The auditor wants to check the completeness of Trade Receivables. The auditor 

needs to satisfy himself with the cut-offs. Without a cut-off, sales could be 

understated or overstated. Hence there is a need to perform the following cut-

off procedure: 

 For the invoices issued during the last few days (last 5 days of the reporting 

year), i.e. cut- off date and which have been included in the debtors, check 

that the goods should have been dispatched and not lying with the Company; 

 Ensure that all goods dispatched prior to the period/year-end have been 

invoiced and included in debtors on a test check basis; 

 Ensure that no goods dispatched after the year-end have been invoiced and 

included in debtors for the period under audit. 

3 

d) A Ltd. has traded for ₹50 Lakhs in “TETRA”, a virtual currency, during FY 2021-

2022 and earned a profit of ₹20 Lakhs on it. It shall disclose the following: 

a) Profit or loss on transactions involving Cryptocurrency or Virtual Currency, 

i.e., 20 Lakhs. 

b) The amount of currency held as of the reporting date. 

c) Deposits or advances from any person for the purpose of trading or 

investing in Cryptocurrency/Virtual Currency. 

3 

   

4   

a) Meaning of Control Environment: The control environment is the set of 

standards, processes and structures that provide the basis for carrying out 

internal control across the organization. 

Elements of the control environment: 

 Communication and enforcement of integrity and ethical values. 

 Commitment to competence. 

 Participation by those charged with governance. 

 Management’s philosophy and operating style. 

 Organizational structure. 

 Assignment of authority and responsibility. 

 Human resources policies and practices. 

The control environment includes: 

 The governance and management functions. 

 The attitude, awareness and actions of those charged with the governance. 

 The control environment sets the tone of an organization, influencing 

the control consciousness of its people. 

Evaluation of control environment: 
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The auditor shall obtain an understanding of the control environment. As part of 

obtaining this understanding, the auditor shall evaluate whether: 

 Management has created and maintained a culture of honesty and ethical 

behaviour. 

 The strengths in the control environment elements collectively provide an 

appropriate foundation for the other components of internal control. 

b) As per SA 299, “Joint Audit of Financial Statements”, each joint auditor shall be 

responsible only for the work allocated to such joint auditor, including proper 

execution of the audit procedures. However, all the joint auditors shall be 

jointly and severally responsible for: 

 the audit work, which is not divided among the joint auditors and is carried 

out by all joint auditors; 

 decisions taken by all the joint auditors under audit planning in respect of 

common audit areas; 

 matters which are brought to the notice of the joint auditors by any one of 

them, and there is an agreement among the joint auditors on such matters; 

 examining that the financial statements of the entity comply with the 

requirements of the relevant statutes; 

 presentation and disclosure of the financial statements as required by the 

applicable financial reporting framework; 

 ensuring that the audit report complies with the requirements of the 

relevant statutes, applicable Standards on Auditing and other relevant 

pronouncements issued by ICAI. 

4 

c) Meaning of Internal Control as per SA 315: 

As per SA 315, “Identifying and Assessing the Risk of Material Misstatement 

Through Understanding the Entity and its Environment”, the internal control 

may be defined as “the process designed, implemented and maintained by those 

charged with governance, management and other personnel to provide 

reasonable assurance about the achievement of an entity’s objectives with 

regard to the reliability of financial reporting, effectiveness and efficiency of 

operations, safeguarding of assets, and compliance with applicable laws and 

regulations. 

Benefits of understanding Internal Control: 

 Identifying types of potential misstatements. 

 Identifying factors that affect the risks of material misstatement. 

 Designing the nature, timing, and extent of further audit procedures. 

3 

d) As per SA 520, the term “analytical procedures” means evaluations of financial 

information through analysis of plausible relationships among both financial 

and non-financial data. 

Examples of analytical procedures having consideration of relationships are: 

 a predictable pattern based on the entity’s experience, such as gross margin 

percentages. 

 Between financial information and relevant non-financial information, 

such as payroll costs to the number of employees. 

3 

   

5   

a) If the previous auditor’s report on the prior period included a qualified opinion, 

a disclaimer of opinion, or an adverse opinion and the matter which gave rise to 
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the modification is unresolved, the auditor shall modify the auditor’s opinion on 

the current period’s financial statements. In the Basis for Modification paragraph 

in the auditor’s report, the auditor shall either: 

a) Refer to both the current period’s figures and the corresponding figures in the 

description of the matter giving rise to the modification when the effects or 

possible effects of the matter on the current period’s figures are material; or 

b) In other cases, explain that the audit opinion has been modified because of the 

effects or possible effects of the unresolved matter on the comparability of the 

current period’s figures and the corresponding figures. 

b) Law: 

As per Section 141 (3) (g) of the Companies Act 2013, a person who is in full-

time employment elsewhere is disqualified from being appointed as an auditor 

of a company. 

Also, a person can be appointed as an auditor in not more than 20 companies. 

The following companies shall not be counted for the purpose of ascertaining the 

audit ceiling limit of 20 companies: 

 One-Person Companies, 

 Dormant Companies, 

 Small Companies, and 

 Private Companies having a paid-up share capital of less than ₹100 crores. 

In the case of an audit firm, the ceiling limit of 20 companies’ audits shall be 

ascertained according to the number of partners in the audit firm. 

Background: 

M/s RAP & Co., a firm of Chartered Accountants, has three partners, namely Mr 

R, Mr A, and Mr P. Mr R is also in whole-time employment elsewhere, and Mr A 

and Mr P do not hold any audits in their personal capacity or as partners of other 

firms. The firm currently has a statutory audit of 40 public companies. They are 

offered the statutory audit of a public company XYZ Ltd. 

Analysis & Conclusion: 

In the present case, Mr R is in whole-time employment elsewhere, so he is 

disqualified from taking the audit of XYZ Ltd. 

Mr A and Mr P are not employed full-time elsewhere. So, Mr A and Mr P are 

eligible to take audits. But, since Mr A and Mr P already have 20 audits each of a 

total of 40 public companies, M/s RAP & Co. cannot take the audit of XYZ Ltd., 

which is a public company. 

4 

c) The purposes of Audit documentation are: 

1. Assisting the engagement team in planning and performing 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 in 

accordance with SQC 1. 

6. Enabling the conduct of external inspections in accordance with applicable 

legal, regulatory or other requirements. 

3 

d) If the auditor notices a misstatement resulting from fraud or suspected fraud 

during the audit and concludes that it is not possible to continue the 

performance of the audit, then the auditor shall: 

3 
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1. Determine the professional and legal responsibilities applicable in the 

circumstances, including whether there is a requirement for the auditor to 

report to the person or persons who made the audit appointment or, in some 

cases, to regulatory authorities. 

2. Consider whether it is appropriate to withdraw from the engagement, where 

withdrawal is possible under applicable law or regulation. 

3. If the auditor withdraws: 

 Discuss with the appropriate level of management and those charged 

with governance the auditor’s withdrawal from the engagement and the 

reasons for the withdrawal, and 

 Determine whether there is a professional or legal requirement to 

report to the person or persons who made the audit appointment or, in 

some cases, to regulatory authorities, the auditor’s withdrawal from the 

engagement and the reasons for the withdrawal. 

   

6   

a) Law: 

As per clause xv of Paragraph 3 of the Companies (Auditor’s Report) Order, 2020, 

an auditor shall check whether money raised by way of an initial public offer or 

further public offer (including debt instruments) during the year was applied for 

the purposes for which those are raised, if not, the details together with delays 

or default and subsequent rectification shall be reported. 

Background: 

TS ltd. has raised funds by issuing fully convertible debentures. These funds 

were raised for the expansion and diversification of the business. However, the 

company utilised these funds for the repayment of long-term loans and 

advances. 

Analysis & Conclusion: 

TS Ltd. raised funds by issuing fully convertible debentures for the purpose of 

expansion and diversification of their business, but TS Ltd. instead used these 

funds for the repayment of long-term loans and advances. So, here, the auditor 

will report in his audit report that TS Ltd. had not applied the funds for the 

purpose for which they were raised, along with the details of the funds raised 

and the purpose for which the funds were used and reasons for such deviation. 

The auditor will also report the subsequent rectification (if the company has 

done any). 

OR 

M/s PQ & Co., Chartered Accountants, have been appointed as statutory auditor 

of CBD Multiplex Cinema Ltd. The audit team started the audit and verified the 

ledger and other books of accounts for FY 2021-2022. 

While auditing the books of cinema, M/s PQ & Co. shall check the following things 

in order to verify the internal control mechanism of CBD Multiplex Cinema Ltd.: 

 that entrance to the cinema hall during the show is only through printed 

tickets; 

 that they are serially numbered and bound into books; 

 that the number of tickets issued for each show and class is different though 

the numbers of the same class for the show on the same day, each week, run 

serially; 
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 that for advance booking, a separate series of tickets are issued, and 

 that the inventory of tickets is kept in the custody of a responsible official. 

b) The auditor will conduct the following procedures for verifying the provisions: 

1. The auditor should ensure that compliance with various regulatory 

requirements for provisioning as contained in the various circulars has been 

fulfilled. 

2. The auditor should obtain an understanding of how the bank computes 

provisions on standard assets and non-performing assets. It will primarily 

include checking the basis of classification of loans and receivables into 

standard, sub-standard, doubtful, loss and non-performing assets. 

3. The auditor should obtain a detailed break up of standard loans and non-

performing loans and agree the outstanding balances with the general 

ledger. 

4. The auditor may verify the loan classification on a sample basis. 

5. The auditor may recompute the provisions based on the loan classification 

percentage as per the Banking Regulations Act 1949. He will compare it with 

the financial statements and enquire about any material variance. 

4 

c) Meaning of Municipality: 

A Municipality can be defined as a unit of local self-government in an urban area. 

The term ‘local self-government’ means the administration of a locality – a 

village, a town, a city or any other area smaller than a state – by a body 

representing the local inhabitants, possessing fairly large autonomy, raising at 

least a part of its revenue through local taxation and spending its income on 

services which are regarded as local and, therefore, distinct from state and 

central services. 

Expenditure incurred by the municipalities and corporations can be broadly 

classified under the following heads: 

a) general administration and revenue collection, 

b) public health, 

c) public safety, 

d) education, 

e) public works, and 

f) others such as interest payments, etc. 

3 

d) An LLP is under obligation to maintain annual accounts reflecting true and fair 

view of its state of affairs. LLPs are required to maintain books of accounts 

which shall contain: 

1. Particulars of all sums of money received and expended by the LLP and 

the matters in respect of which the receipt and expenditure take place. 

2. A record of the assets and liabilities of the LLP. 

3. Statements of costs of goods purchased, inventories, work-in-progress, 

finished goods and costs of goods sold. 

4. Any other particulars which the partners may decide. 

3 
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