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Q. 1. Choose the correct alternative.

1.  The AAS for audit evidence is:             a. AAS 3; b. AAS 22; c. AAS 5; d. AAS 17
2.  The primary objective of an audit is: 
a. Advise clients; b. Express opinion on financial statements; c. Prepare financial statements; d. none of these.

3. An auditor appointed in place of another auditor should inform about the appointment to the: a. Previous auditor; b. Government; c. ICAI ; d. Registrar of Companies

4. The auditor has to approach everyone with suspicion:   a. True; b. False; c. Either a or b; d. Neither a nor b.

5. Audit is compulsory for: a. Proprietary concerns; b. Partnership firms; c. Companies; d. None of these.

6. -------------- implies that the judgement of a person is not subordinate to the wishes or directions of another person who might have engaged him:   a. True and Fair; b. Materiality; c. Analytical review; d. Independence.

7. To formulate an audit programme, ----------- is very essential:   a. Audit report; b. Knowledge of the client’s business; c. Evidence; d. Working papers.

8. Fundamental accounting assumptions include: a. Consistency; b. Accrual; c. Going concern; d. All of these.

9. The first auditor of a public limited company is appointed at the statutory meeting: a. True; b. False; c. Partly true; d. None of these.

10. Cost audit report should be submitted within ------------ of the end of the relevant financial year:   a. 120 days; b. 6 months; c. 90 days; d. one year.

11. The auditor’s report in respect of an audit u/s 233A of the Companies Act, 1956 has to be submitted to the:  a. Shareholders; b. Board of directors; c. Central Government; d. All of these.

12. An audit engagement letter should preferably be sent: a. before the commencement of the audit; b. immediately after the commencement of the audit; c. at any time before the completion of the audit; d. after completion of the audit.

13. Which of these approaches is recognized as acceptable? ‘a. Judgmental sampling; b. Statistical sampling; c. Both a and b; d. Statistical sampling for highly material items and judgmental sampling for other items.

14. Direct confirmation procedures can be applied to: a. debtors only; b. creditors only; c. both; d. neither.

15. Internal auditors are appointed by: a. The Statutory auditor; b. The management; c. The shareholders; d. The Institute of Chartered Accountants of India.

16. When effective internal control exists, the best evidence is: a. Internal evidence; b. External evidence; c. Either a or b; d. None of these.

17. The relationship between Audit materiality and Audit risk is: a. Direct; b. No relationship; c. Inverse; d. Either a or c.

18. Audit sampling means the application of audit procedures to …………….. of the items within an account balance or class of transactions: a. 50%; b. More than 100 %; c. Less than 100%; d. More than 50%.

19. All of the following except one is a method of obtaining evidence:   a. Analytical review; b. Vouching; c. Observation; d. Inspection. 

20. The responsibility for preparation and presentation of financial statements rests with: a. Auditor; b. Shareholders; c. Management; d. Chief Financial Officer.

21. The auditor should select sample items in such a way that the same is a true representative of half of the population: a. True; b. Half true; c. False; d. Half false.

22. Management representation can act as a substitute for other audit evidence that the auditor could reasonably expect to be available: a. False; b. True; c. Partly true; d. None of these.

23. Working papers are the property of:   a. The client; b. The auditor; c. The assistant who prepared the working papers; d. None of these.

24. Casual vacancy in the office of an auditor can be filled up by: a. Board of Directors; b. Company in general meeting; c. Either a or b; d. Managing Director.

25. An auditor may exercise lien on books and documents of the client for: a. Non-payment of fees; b. Non-cooperation by the client; c. frauds committed by the management; d. not maintaining books at the Registered office of the company.

26. An auditor is bound by duty to attend general meeting of the company for which he is the statutory auditor:  a. True; b. False; c. Partly true; d. None of these.

27. An auditor may be removed from office before the expiry of his term:  a. by passing an ordinary resolution; b. by passing a special resolution; c. after obtaining the approval of the Central Government; d. Both a and c.

28. Charging an item of capital expenditure to revenue or by capitalizing revenue expenses is an instance of:   a. Fraud; b. Error; c. Either a or b; d. All of these.

29. Unless an auditor is able to discover all frauds and errors, he has not performed his main function:  a. True; b. False; c. Partly true; d. All of these.

30. The areas in which different accounting policies may be adopted are the following except:   a. Treatment of goodwill; b. Valuation of Inventories; c. Methods of depreciation; d. Accounting estimates.
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Q.2.
State with reasons (in short) whether the following statements are True or False:  

(i). Procedural error arises as a result of transactions having been recorded in a fundamentally incorrect manner. (False, Refer Chapter 1);
(ii). When Inherent and Control risks are low, an auditor can accept a lower detection risk. (False, Refer AAS 6);
(iii). Audit procedure and Audit technique are not one and the same thing. (True, Refer Chapter 2);
(iv). An auditor can be appointed as first auditor of a newly formed company simply because his name has been stated in the Articles of Association. (False, Refer Chapter 7);
(v). AAS – 24 deals with responsibility of the auditor of the service organisation. (False, Refer AAS – 24);
(vi). Interest accrued but not due on “Secured Loans” is required to be shown under appropriate sub-heads under the head “Secured Loans”. (True, Refer Chapter 10);
(vii). For the purpose of AAS – 10 “Principal Auditor” means the partner of the firm signing the Audit Report. (True, Refer AAS – 10);
(viii). The term ‘fund’ and ‘reserve’ can be used interchangeably. (False)
(ix). An expert for the purpose of AAS – 9 is a person, firm or association of persons possessing special skill, knowledge and experience in auditing. (False, Refer AAS – 9);
(x). CARO 2004 is also applicable to the audit of branch of a company, except where the company is exempt from the applicability of the order. (True, Refer Chapter 11);
(xi). All the joint auditors are jointly and severally responsible for the work, which is not divided and carried on jointly by all the auditors. (True, Refer AAS – 12);
(xii). Compliance Procedures are tests designed to obtain audit evidence as to completeness, accuracy and validity of the data produced by the accounting system. (False, Refer Chapter 1, these are substantive procedures)
Q. 3. How will you verify/vouch the following?

1. Purchase of quoted investment.

2. Discounted bill receivable dishonored.

3. Amount due to subsidiary companies.
4. Purchase return.

5. Contingent Liabilities.

6. Excise Duty.

7. Recovery of Bad-debts written off.

8. Endowment Policies.

9. Advertisement expenses.

10. Goodwill.

11. Capital work-in-progress.

12. Wages paid to seasonal labourer.

13. Remuneration to directors.

14. Consignment sales.

15. Patent rights.

16. Royalties received.

17. Personal expenses of directors met by the company.

18. Preliminary Expenses.

19. Patents.

20. Advances given to suppliers.

21. Sales Commission Expenditure.

22. Stock lying with Third Party.

23. Purchase of Motor Car.

24. Sales Return.
25. Sale of junk material.
26. Deferred Tax Liability.
27. Repayment of amount of foreign loan for purchase of an asset.
Q. 4. Write short notes on the following:

(a) General Purpose Financial Statements

(b) Permanent Audit File

(c) Going Concern Concept

(d) Vouching

(e) Analytical review.

(f) Audit enquiry under Section 227 (1A)

(g) Disclosure requirements of bank balances of a limited company.

(h) Audit trail in a computerised accounting environment.

(i) Outstanding Assets.

(j) Fundamental Accounting Assumptions.

(k) Extent of Reliance on Analytical Procedures.

(l) Purpose of providing depreciation.

(m) Surprise Check

(n) Propriety Audit

(o) Independence of Internal Auditor

(p) Cost Audit

(q) Capital Redemption Reserve

(r) Intangible Assets

(s) Audit Risk

(t) Features of Government Audit

(u) Substantive Procedures

(v) Floating Charge

(w) Statutory Report of a Public Company under section 165(4)

(x) Scrutiny of General Ledger

(y) Initial Engagements

(z) General principles of Verification of Assets

(aa) Cut off Arrangements

Q.5. 
What will be your audit programme in case of audit of (i) Educational Institution, (ii) Leasing Company and (iii) Cinema?

Q. 6. 
“Doing an audit in EDP environment is easy because Balance Sheet always tallies.” Analyse critically.
Q. 7. 
At the AGM of ICCI Ltd. Mr. X was appointed as the statutory auditor. He, however, resigned after 3 months since he wants to shift from practice to job. State how the new auditor will be appointed by ICCI Ltd.

Q. 8. Whether the following persons can be appointed as the auditor of a company?

a. A person who is a Chartered Accountant of the Canadian Insti​tute of Chartered Accountants but is not a member of the Insti​tute of Chartered Accountants of India.

b. Mrs. P is a member of the Institute of Chartered Accountants of India. The directors of a limited company say that she being a lady can not be appointed as an auditor of the company.

c. Mr. A owes Rs. 1,000 to A Ltd. of which be is an auditor.

d. Mr. A, a member of the ICAI, does not hold a certificate of practice.

e. Mr. A, who was a member of the ICAI, is of unsound mind.

f. Mr. A, who was a member of the ICAI, is of insolvent/Bankrupt.
g. AKV Consultants Ltd is a registered company with A, K and V as its Directors. All the three Directors are Chartered Accountants. Can the Co. be appointed as auditor of another Company?

h. A, a partner in the firm of M/s Balaji & Co., Chartered Accountants, is the Secretary of C Ltd. Can A or Balaji & Co., be appointed as the Company Auditor?

i. B, Chartered Accountant, is the partner of N, who is a Director in P Ltd. Can B be appointed as Statutory Auditor?

j. A, a Chartered Accountant, is a director of A Ltd., which is a subsidiary of B Ltd. The Board of Directors of B Ltd. proposes to appoint Mr. A as the auditor of B Ltd. Discuss.
Q. 9. 
Audit is not concerned with the propriety of business conduct. Comment.

Q. 10. 
CARO is not applicable to private limited companies if any of the conditions relating to net worth, outstanding loans and turnover are satisfied. Explain.

Q. 11.
An Audit of expenditure is one of the major components of Government Audit. In context of “Government Expenditure Audit” write in brief, what do you understand by:

(i) Audit against Rules and Orders.

(ii) Audit of Sanctions.

(iii) Audit against Provision of Funds.

(iv) Propriety Audit.

(v) Performance Audit.
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