MOCK TEST PAPER -2

FINAL COURSE: GROUP -1

PAPER - 3 : ADVANCED AUDITING AND PROFESSIONAL ETHICS
Question No. 1 is compulsory
Answer any five from the rest

1. (a) Fraud Committed by Managing Director: The Managing Director of the company has
committed a “Teeming and Lading” fraud. The fact that the amount involved has been
subsequently deposited after the year end is not important because the auditor is
required to perform his responsibilities as laid down in SA 240, “The Auditor's
responsibilities relating to Fraud in an Audit of Financial Statements”. First of all, as per
SA 240, the auditor needs to perform procedures whether the financial statements are
materially misstated. Because an instance of fraud cannot be considered as an isolated
occurrence and it becomes important for the auditor to perform audit procedures and
revise the audit risk assessment. Secondly, the auditor needs to consider the impact of
fraud on financial statements and its disclosure in the audit report. Thirdly, the auditor
should communicate the matter to the Chairman and Board of Directors. Finally, in view
of the fact that the fraud has been committed at the highest level of management, it
affects the reliability of audit evidence previously obtained since there is a genuine
doubt about representations of management. Finally, the auditor shall have to report
under CARO, 2003 indicating the nature and amount involved in respect of fraud noticed
during the year.

(b) As per SA 510 (Revised), “Initial Audit Engagements—Opening Balances” 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:

() Opening balances contain misstatements that materially affect the current
period’s financial statements; and

(i) 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.

Being new assignment audit evidence regarding opening balances can be
obtained by perusing the copies of the audited financial statements.

For current assets and liabilities some audit evidence can ordinarily be
obtained as part of audit procedures during the current period. For example,
the collection/payment of opening balances of receivables and payables will
provide audit evidence as to their existence, rights and obligations,
completeness and valuation at the beginning of the period.
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In respect of other assets and liabilities such as fixed assets, investments, long
term debt, the auditor will examine the records relating to opening balances.
The auditor may also be able to get confirmation from third parties (e.g.,
balances of long term loan obtained from banks).

(c) As per SA 540 “Auditing Accounting Estimates, Including Fair Value Accounting
Estimates, and Related Disclosures”, the auditor shall obtain an understanding of
the following in order to provide a basis for the identification and assessment of the
risks of material misstatements for accounting estimates.

() The requirements of the applicable financial reporting framework relevant to
the accounting estimates, including related disclosures.

(i) How Management identifies those transactions, events and conditions that
may give rise to the need for accounting estimates to be recognised or
disclosed, in the financial statements. In obtaining this understanding, the
auditor shall make inquiries of management about changes in circumstances
that may give rise to new, or the need to revise existing accounting estimates.

(i) The estimation making process adopted by the management including

(1) The method, including where applicable the model, used in making the
accounting estimates

(2) Relevant controls

(3) Whether management has used an expert?

(4) The assumption underlying the accounting estimates

(5) Whether there has been or ought to have been a change from the prior

period in the methods for making the accounting estimates, and if so, why;
and

(6) Whether and, if so, how the management has assessed the effect of
estimation uncertainty.

(d) As per SA 402 "Audit Considerations relating to an Entity Using a Service
Organisation”, for obtaining understanding of the user entity in accordance with SA
315 “Identifying and Assessing the Risks of Material Misstatement through
Understanding the Entity and its Environment”, the user auditor shall obtain an
understanding of how a user entity uses the services of a service organization in the
user entity’s operation including:

() The nature of services provided by the service organisation and the
significance of such services to the user entity, including its effect on the
internal control of user entity.

(i) The nature and materiality of the transactions processed or accounts or
financial reporting processes affected by the service organisation.
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(i) The degree of interaction between the activities of the service organization and
those of user entity and

(iv) The nature of the relationship between the user entity and the service
organization including the relevant contractual terms for the activities
undertaken by the service organisation.

2. (@) As per Clause (10) of Part | of Schedule Il of the Chartered Accountant Act, 1949, a
Chartered Accountant in practice will be deemed to be of professional misconduct if he
fails to keep moneys of his client other than the fees or remuneration or money meant to
be expended in a separate banking account or to use such moneys for purposes for
which they are intended within a reasonable time.

The term reasonable time would depend upon the circumstances of the case.
Moneys which are intended to be spent within a reasonably short time need not be
putin a separate bank account.

Thus, Mr. Karan should have kept the balance money after remitting the first
instalment of advance tax into a separate bank account. Hence he is guilty of
professional misconduct.

(b) The contention of the client of Mr. Shivam that he has charged an excessive fee for
a professional assignment does not constitute professional misconduct in the
context of the provisions of the Chartered Accountants Act, 1949 and regulation
made thereunder since the matter of fixation of actual fee charged in individual
cases depends upon the mutual agreement and understanding between them.

Moreover, scales of fee recommended by the Council of the Institute are
recommendatory only.

Therefore Mr. Shivam is not liable for any professional misconduct under the
Chartered Accountants Act, 1949

(c) Disrepute to the Profession: Clause 2 of Part IV of First Schedule to the
Chartered Accountants Act, 1949 states that member of the Institute, whether in
practice or not, shall be deemed guilty of other misconduct, if he in the opinion of
the Council, brings disrepute to the profession or to the Institute as a result of his
action whether or not related to his professional work.

Accordingly, a Chartered Accountant is also expected to maintain the highest
standards and integrity even in his personal affairs and any deviation from these
standards calls for disciplinary action.

In the present case, the action of Mr. Rohan, a Chartered Accountant in practice
offering free service in return to sanction of loan brings disrepute to the profession
of a Chartered Accountant.

Hence, Mr. Rohan will be held guilty of other misconduct under Clause 2 of Part IV
of the First Schedule of the Chartered Accountants Act, 1949.
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(d) Evaluation of Cost of Products: Clause 4 of Part | of the Second Schedule to
Chartered Accountants Act, 1949 states that expressing an opinion on financial
statements of any business or any enterprise in which the auditor, his firm or a
partner in his firm has a substantial interest would constitute misconduct, unless he
discloses the interest also in his report. Also, the Council of the Institute of
Chartered Accountants of India has stated that in cases where a member of the
Institute is a director of a company, or the firm in which the said member is a
partner, should not express any opinion on its financial statements. As per facts of
the case, the firm has been retained to evaluate the cost of products manufactured
by it for its information system. It is a part of management consultancy service of
the firm and moreover its partner was on the Board. Hence, the firm can perform
this assignment and it will not constitute misconduct. However, the firm while
accepting the position as auditor in future would have to consider whether it would
be possible to act in independent manner and express opinion on financial
statements.

3. (@) Main areas to be covered in the case of environment audit of an industrial unit

(i) Layout and Design — The layout to be sketched in the style which will allow
adequate provisions for installing pollution control devices, as well as provision
for up gradation of pollution control measures and the meeting of the
requirements of the regulations framed by the Government. In the course of
the audit, the area which requires attention but not attended to by the industry
to be pinpointed as well as the future requirements of the environmental
measures required in commensuration with the proposed future course of
working plan are to be identified.

(i) Management of Resources - Management resources includes air, water,
land, energy, raw materials and human resources besides others. The use of
all resources is interlinked and the best uses in a synchronised manner results
the best output and minimum waste. The waste of resources to the minimum
possible extent is good for the health of the industry as well as the
environment.

(iii) Pollution Control System — An effective system of pollution control should be
in existence. One aspect should be whether all required pollution control
measures are in vogue or not next aspect should be whether the same is
effective or not, further it is to investigate, whether more measures are
required, keeping in view the type of industry and its nature of working with
respect to its grade of polluting the environment.

(iv) Emergent Safety Arrangement — The chemical, gas, etc., industries which
are prone to sudden requirement of safety arrangements, must remain alert all
the while. The emergency plans are to be reviewed periodically; sufficient staff
along with other required safety amenities should be kept ready. The staff,
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remained so engaged, must possess the required awareness and alertness to
meet the contingency. The degree of awareness, however, can be upgraded
with proper training provisions.

(v) Medical & Healthcare Facilities — The medical services should be
maintained. The health of the workers should be a big consideration for the
management.

(vi) Industrial Hygiene — Proper system should be in vogue to eliminate industrial
unhygienic state.

(vii) Occupational Health — The requirement for safeguarding against occupational
health hazards should be available for all the workers. As the occupational
health hazards varies from industry to industry due to the difference in the
nature of working atmosphere and the pollutants present in it, the concerned
industry must pay proper weightage to those diseases which are prone to that
particular type of industry.

(viii) Information Assimilation and Reporting System - The information system
should be strengthened to generate and its reporting system should be proper,
keeping in view, the authorities, responsibilities and subsequent delegations. A
report of compliance of all statutory environmental laws along with other
preventive and precautionary measures should be put to Board at regular
intervals.

(ix) EIA Methodology — The Environmental Impact Assessment (EIA) is usually a
pre-requisites to start an industry. This is done considering the known spheres
of activities on the existing environmental conditions. But the predictions
necessarily deviate from the actual happenings when the industry starts
working. To accommodate the deviation in the system is also to be
incorporated in the EIA report, if it is noticed that the degradation to the
environment caused on the establishment and running of the industry is much
higher than what was predicted, the mitigatory measures suggested must also
be furthered.

(x) Compliance to the Regulatory Mechanism — As the persons who are directly
working with the system, may be unaware of the latest developments and
requirements for the compliance of stipulations and standards prescribed by
the various regulatory authorities, they should be trained and instructed on
regular basis, to avoid making the Board/owner vulnerable to prosecution and
penalty.

(xi) Concern for the Society — The industry very often transforms the agrarian
environment into an industrial environment. The people so displaced by
industrialisation feel alienated and develop a feeling of facing the gaseous,
dustful, clumsy state of surroundings. The audit should look into this aspect
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how the industry is making a balance between its own development and the
society’s concern

(b) Major areas to examine in course of Due Diligence Review

'Due Diligence' is a term that is often heard in the corporate world these days in
relation to corporate restructuring. The purpose of due diligence is to assist the
purchaser or the investor in finding out all he can, reasonably about the business he
is acquiring or investing in prior to completion of the transaction including its critical
success factors as well as its strength and weaknesses.

Due diligence is an all pervasive exercise to review all important aspects like
financial, legal, commercial, etc. before taking any final decision in the matter. As
far as any hidden liabilities or overvalued assets are concerned, this shall form part
of such a review of Financial Statements. Normally, cases of hidden liabilities and
overvalued assets are not apparent from books of accounts and financial
statements. Review of financial statements does not involve examination from the
view point of extraordinary items, analysis of significant deviations, etc.

However in order to investigate hidden liabilities the auditor should pay his attention
to the following areas:

¢ The company may not show any show cause notices which have not matured
into demands, as contingent liabilities. These may be material and important.

¢ The company may have given “Letters of Comfort” to banks and Financial
Institutions. Since these are not “guarantees”, these may not be disclosed in
the Balance sheet of the target company.

¢ The Company may have sold some subsidiaries/businesses and may have
agreed to take over and indemnify all liabilities and contingent liabilities of the
same prior to the date of transfer. These may not be reflected in the books of
accounts of the company.

¢ Product and other liability claims; warranty liabilities; product returns/discounts;
liquidated damages for late deliveries etc. and all litigation

¢ Tax liabilities under direct and indirect taxes
+ Long pending sales tax assessments

¢ Pending final assessments of customs duty where provisional assessment only
has been completed.

+ Agreement to buy back shares sold at a stated price.
¢  Future lease liabilities
+  Environmental problems/claims/third party claims
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+ Unfunded gratuity/superannuation/leave salary liabilities; incorrect gratuity
valuations.

¢ Huge labour claims under negotiation when the labour wage agreement has
already expired.

¢ Contingent liabilities not shown in books.

Regularly Overvalued Assets:

The auditor shall have to specifically examine the following areas:
¢ Uncollected/uncollectable receivables

¢ Obsolete, slow non-moving inventories or inventories valued above NRV; huge
inventories of packing materials etc. with name of company

¢ Underused or obsolete Plant and Machinery and their spares; asset values
which have been impaired due to sudden fall in market value etc.

+ Assets carried at much more than current market value due to capitalization of
expenditure/foreign exchange fluctuation, or capitalization of expenditure
mainly in the nature of revenue

Litigated assets and property

Investments carried at cost though realizable value is much lower
Investments carrying a very low rate of income / return
Infructuous project expenditure/deferred revenue expenditure etc.

Group Company balances under reconciliation etc.

* & & & o o

Intangibles of no value

4. (a) Auditor's responsibilities in cases where audit report for an earlier year is qualified is
given in SA 710 “Comparative Information — Corresponding Figures and Comparative
Financial Statements”. As per SA 710, When the auditor’s report on the prior period, as
previously issued, included a qualified opinion, a disclaimer of opinion, or an adverse
opinion and the matter which gave rise to the modified opinion is resolved and properly
accounted for or disclosed in the financial statements in accordance with the applicable
financial reporting framework, the auditor's opinion on the current period need not refer
to the previous modification.

SA 710 further states that if the auditor’'s report on the prior period, as previously
issued, included a qualified opinion and the matter which gave rise to 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:
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() 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

(i) 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.

In the instant Case, if Jay Ltd does not make provision for doubtful debts the
auditor will have to modify his report for both current and previous year's
figures as mentioned above. If however, the provision is made, the auditor
need not refer to the earlier year's modification.

(b) Reporting under CARO, 2003

() LMN Pvt Ltd is a dealer in shares and securities. Clause (xiv) of CARO, 2003
is applicable to a company in case it is dealing or trading in shares, securities,
debentures and other investments. The requirements applicable to LMN Pvt
Ltd would be as under:

o whether proper records are maintained for transactions and contracts;
e whether timely entries are made in such records; and

o whether shares, securities, debentures and other investments have been
held by the company in its own name except to the extent of exemption, if
any granted under section 49 of the Companies Act, 1956.

In case auditor is satisfied in respect of aforesaid matters, after making
examination, the auditor may report as under:

“In our opinion, and according to information and explanation given to us, the
company has been maintained proper records in respect of transactions and
contracts in securities during the year and timely entries have been made
therein. Further, all shares and certificates are held by the company in its own
name.”

(i) In the case of Q Pvt. Ltd, if purity of gold is not properly disclosed on the
jewellery it amounts to defrauding the customers. That means the
management is deceiving customers to obtain an illegal advantage. However,
the auditor is concerned with fraudulent acts that cause a material
misstatement in financial statements. As long as books of account are not
falsified arising out of difference in the purity of gold, i.e., actual cost of the
gold and the sale price of gold, it has no implication for the auditor. Further,
under CARO, 2003, the auditor may examine this from the view point of
maintaining proper records of inventory. But even the requirement of
maintaining proper records does not necessitate that purity as such should be
mentioned on the gold itself. However, the purity of gold would have
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implication on the valuation of inventory. But this aspect is not required to be
reported under CARO, 2003.

Thus, from the view point of reporting on frauds under CARO, 2003, there is no
implication for misstatement in the financial statements. Hence, no reporting is
necessary for non-proper disclosure of purity of gold on the jewellery.

5. (@) The reliability of a component is a function of control that acts on the component. In a
computer system the following are the major types of controls that are used to enhance
component reliability which the auditor must evaluate:

(). Authenticity Controls: They are exercised to verify the identity of the individuals
or process involved in a system. (Password, digital signature etc.)

(i) Accuracy Controls: These attempt to ensure the correctness of the data and
processes in a system (Programme validation check).

(i) Completeness Control: This ensures that no data is missing and all processing
is carried through to its proper conclusion.

(iv) Privacy Control: This ensures the protection of data from inadvertent or
unauthorised disclosure.

(v) Audit Trail Control: This ensures the traceability of all events occurred in a
system.

(vi) Redundancy Control: It ensures that processing of data is done only once.

(vii) Existence Control: It attempts to ensure the on going availability of all system
resources.

(viii) Asset safeguarding control: It attempts to ensure that all resources within a
system are protected from destruction or corruption.

(ix) Effectiveness Control: It attempts to ensure that the system achieves its goals.

(x). Efficiency Control: It attempts to ensure that a system uses minimum
resources to achieve its goals.

(b) (1) Basic Accounting Control Objectives: The basic accounting control
objectives which are sought to be achieved by any accounting control system
are:

i) Whether all transactions are recorded;

i) Whether recorded transactions are real;

i) Whether all recorded transactions are properly valued;

iv) Whether all transactions are recorded timely;

v) Whether all transactions are properly posted;

vi) Whether all transactions are properly classified and disclosed;
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(vii) Whether all transactions are properly summarized.

(2) Audit risk at financial statement level: The following factors will be
considered for determination of audit risk at financial statement level.

(i)  Integrity of Management.
(i) Management experience, knowledge and changes during the period.
(iii) - Unusual pressures on the Management.
(iv) Nature of entity’s business.
(v) Factors affecting the Industry in which the entity operates
6. (a) Clause (g) of sub section (1) of section 274 of Companies Act, 1956 states:

A person shall not be capable of being appointed as director of company if such
person is already a director of a public company which -

(A) has not filed annual accounts and annual returns for any continuous three
financial years commencing on and after first day of April, 1999 or

(B) has failed to repay its deposits or interest thereon on due date or redeem its
debentures on due date or pay dividend and such failure continues for one
year or more.

Provided such a person shall not be appointed as director of any other public
company for a period of five years from date on which such public company where
he is director has failed to file annual accounts or returns or has failed to repay
deposits or redeem debentures on due date or pay dividend.

Auditor is required to report under section 227 (3) (f) of the Companies Act, 1956 to
members of respective companies whether any director is disqualified from being
appointed as director under clause (g) of section 274 (1) of the Companies Act,
1956 and

Furnish certificate every year as to whether on the basis of his examination of the
books and records of the company any director of the company is disqualified as a
director or not.

Auditor to comply with section 227 (3) (f) should obtain a written representation as

(i) Names of directors of company during period covered by auditor's report
(i) particulars of appointment /resignation of such directors

(i) Submission of form DD-A, required to be submitted by such director.

(

iv) Information of directors contained in register maintained under section 303(1)
of Companies Act as updated up to date of balance sheet.

(v) Details of default committed by company under section 274(1).
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(vi) If company has committed any default, whether form DD-B submitted by
company.

On the basis of such examination, auditor is required to furnish certificate every
year stating whether any director is disqualified for appointment as director.

(b) The auditor may take the following steps to ensure that the dividend has been paid
only out of profits.

() Check whether the dividend was declared out of profits arrived at after
providing for depreciation.

(i) If no depreciation has been provided, ensure that the approval was obtained
from the Central Government before declaring dividend.

(i) Check whether
(1) The depreciation was provided according to provision of section 205(2).

(2) The minimum prescribed amount has been transferred to reserves before
declaring any dividend.

(3) Conditions governing transfer of higher percentage is complied with.
(4)  Aboard resolution recommending dividend was passed.

(5) Dividend was declared (resolution was passed) only in the Annual General
Meeting.

(6) Dividend has been paid in the prescribed manner within 30 days of time to
the registered holder or their order.

(7) Amount of dividend deposited in a separate bank account within five days
from the date of declaration of dividend.

(8) Permission of Reserve Bank of India has been obtained for payment to non-
resident shareholders before the remittance of dividend to their account.

(9) Intimation sent to Stock Exchange in the case of listed company.

(10) Any complaints of non payment/delayed payment of dividend and the
corrective action taken.

(c) This case requires attention to SA 560 “Subsequent Events”, AS 4 “Contingencies
and Events occurring after the Balance Sheet Date” and AS 29 "Provisions,
Contingent liabilities and Contingent Assets".

As per AS 4 “Contingencies and Events occurring after the Balance Sheet Date”,
adjustments to assets and liabilities are required for events occurring after the
balance sheet date that provide additional information materially affecting the
determination of the amounts relating to conditions existing at the balance sheet
date. Similarly as per AS 29 "Provisions, Contingent liabilities and Contingent
Assets", future events that may affect the amount required to settle an obligation
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should be reflected in the amount of a provision where there is sufficient objective
evidence that the will occur.

In the instant case, the amount of ¥ 1.50 crores is a material amount and it is the
result of an event, which has occurred after the Balance Sheet date. The facts have
become known to the auditor before the date of issue of the Audit Report and
Financial Statements.

The auditor has to perform the procedure to obtain sufficient, appropriate evidence
covering the period from the date of the financial statements i.e. 31-3-2011 to the
date of Auditors Report ie.31-05-2011. It will be observed that as a result of long
pending negotiations a sum of ¥ 1.50 cores representing arrears of salaries of the
year 2009-10 and 2010-11 have not been included in the financial statements. It is
quite clear that the obligation requires provision for outstanding expenses as per AS
4 and AS 29.

As per SA 560 “Subsequent Events”, the auditor should assure that all events
occurring subsequent to the date of the financial statements and for which the
applicable financial reporting framework requires adjustment or disclosure have
been adjusted or disclosed.

So the auditor should request the management to adjust the sum of ¥ 1.50 crores
by making provision for expenses. If the management does not accept the request the
auditor should qualify the audit report.

7. (@ Walk through Tests: A walk through is a procedure in which an auditor traces a
transaction from its initiation through the company’s information systems to the point
when it is reflected in the financial reports. The auditor should perform one walk through,
at a minimum, for each major class of transactions. A walk-through provides evidence to
confirm that the auditor understands (1) the process flow of transactions, (2) the design
of identified controls for internal control components, including those related to
preventing and detecting fraud, and (3) whether all points in the process have been
identified at which misstatements related to relevant financial statement assertion could
occur. Walk through also provide evidence to evaluate the effectiveness of the controls
design and confirm that the controls have been placed in operation.

When performing a walk-through, the auditor should:

(i) Be sure that the walk-through encompasses the complete process (initiation,
authorization, recording, processing and reporting) for each significant process
identified, including controls intended to address fraud risk.

(i) Ask the entity's personnel, at each of key stage in the process, about their
understanding of what the company’s prescribed procedures require.

(i) Determine whether processing procedures are performed as expected on a
timely basis, and look for any exceptions to prescribed procedures and
controls.
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(iv) Evaluate the quality of evidence provided and perform procedures that
produce a level of evidence consistent with the auditor's objectives. The
auditor should follow the whole process, using the same documents and
technology that company staff use, asking questions of different personnel at
each significant stage and asking follow- up questions to identify any abuse of
controls or fraud indicators.

Once a walk-through is performed, the auditor may carry forward the
documentation, noting updates, unless significant changes make preparation
of new documentation more efficient. If such significant changes occur in the
process flow of transactions or supporting computer applications, the auditor
should evaluate the nature of changes and the effect on related accounts. The
auditor should determine whether it is necessary to walk through transactions
that were processed both before and after the change.

(b) Vostro and Nostro Accounts: Banks maintain stocks of foreign currencies in the
form of Bank Accounts with their overseas branches/correspondents. Such foreign
currency accounts maintained by Indian banks at other overseas centres are
designated by it as “Nostro Account”. For example, all banks in India would be
maintaining a US Dollar Account with their New York office/branch/correspondents,
such account would be designated by the Indian office as Nostro Account. “Vostro
Account” is the opposite of Nostro accounts. Here a foreign bank in another country
maintains stocks of Indian rupees with their Indian branch/ correspondent/local
bank, such Indian Rupee Accounts are designated as Vostro Accounts. For
example, a German Bank might maintain a Vostro Account in rupees in terms with
Indian Bank. While examining the transaction in foreign exchange, the auditor
should also pay attention to reconciliation of Nostro Accounts with the respective
minor account. The amount in the Nostro account is stock of foreign currency in the
form of bank accounts with the overseas branches and correspondents.
Unreconciled Nostro Accounts, on an examination, may reveal unauthorized
payments from the foreign currency account, unauthorized withdrawals, and
unauthorized debit to minor account. The auditor should also evaluate the internal
control with regard to inward/ outward messages. The inward/ outward messages
should be properly authenticated and discrepancies noticed, should be properly
dealt with, in the books of accounts.

The auditor should also verify whether prescribed procedure in relation to inter bank
confirmation in the Vostro account is followed or not. In case balance confirmation
certificate have been received but the same have not been reconciled, or where
confirmation has not been received the same should be reported, in respect of each
Vostro Account.

(c) Frauds though suppliers ledger: Fraud through suppliers ledger could be made in
any of the following ways, which the auditor has to take care of:
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(i) Adjusting fictitious as duplicate invoices as purchases in the accounts of
suppliers and subsequently misappropriating the money when payments are
made in respect of these invoices.

(i) Suppressing credit notes issued by suppliers and withdrawing the
corresponding amount not claimed by them.

(i) Withdrawing amounts which remain unclaimed for more than the normal time
limit for one reason or other by showing the same have been paid to the
parties.

(iv) Accepting invoices at prices considerably higher than the market price and
collecting the excess claim from the suppliers directly.

(d) Mark to Market Margin (MTM) : MTM margin is the notional loss, which a stock
member or his client would incur, if the net cumulative outstanding positions in all
securities were closed out at the closing price of the relevant trading day, which is
different from the price at which the transaction had been entered into. For each
security, this is worked out by multiplying the difference between the closing price
and the price at which the trade was executed by the cumulative buy and sell open
position (for buy position the close price being lower than actual trade price and for
sell position the close price being higher than actual trade price). The aggregate
amount computed across all securities is MTM margin payable by a member. The
mark-to-market margin is payable with reference to net position at client’s level.

(e) Peer Review: The term "peer" means a person of similar standing. The term
"review" means conduct of re-examination or retrospective evaluation of the subject
matter. In general, for a professional, the term "peer review" would mean review of
work done by a professional, by another professional of similar standing. ‘Peer
Review’ is defined as, a regulatory mechanism for monitoring the performances of
professionals for maintaining quality of service expected of them for enhancing the
reliance placed by the users of financial statements for economic decision-making.

As per the Statement of Peer Review issued by the Institute of Chartered
Accountants of India, Peer Review means an examination and Review of the
systems and procedures to determine whether the same have been put in place by
the Practice Unit for ensuring the quality of assurance services as envisaged by the
Technical, Professional and Ethical Standards and whether the same were
consistently applied in the period under review. The examination and review of a
practice unit would be carried out by a "reviewer", i.e., a member, selected from a
panel of reviewers maintained by the Board. The term "practice unit" means
members in practice, whether practising individually or as a firm of Chartered
Accountants.
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