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Test Series: September, 2022 

MOCK TEST PAPER- 1 

INTERMEDIATE GROUP – II  

PAPER – 6: AUDITING AND ASSURANCE 

Time Allowed – 3 Hours Maximum Marks – 100 

Division A- Multiple Choice Questions  

Case Scenario 1 carries 10 Marks 

Case Scenario 2 carries 10 Marks Total 30 Marks 

General MCQs carry 2 Marks each 

Case Scenario 1 

GSR & Company have been appointed as the statutory auditors of Raj Textiles Ltd. for the FY 2021-22. The 

engagement partner, CA Rahul Dhawan established the overall audit strategy and made the detailed plan 

with respect to the audit assignment of Raj Textiles Ltd. after discussing the same with the engagement team. 

The strategy adopted by GSR & Company consisted of relying on the internal control system of the company 

and the audit plan and program were developed accordingly and the audit team started to work in accordance 

with the developed audit plan and program. During the course of audit, the engagement partner, CA Rahul 

Dhawan found that some internal controls implemented by the company were not operating effectively. So, 

he decided not to rely on the internal control system of the company & accordingly changed the overall audit 

strategy, audit plan & audit program. 

While conducting the audit, the engagement partner also discussed with his team regarding the audit 

procedures to be performed to verify the debtors’ balances of the company. CA Rahul Dhawan asked for the 

addresses of various debtors from the management of Raj Textiles Ltd. for the purpose of sending balance 

confirmation request to such debtors. The management provided such addresses to the audit team. However, 

the management of Raj Textiles Ltd. asked the debtors to send the responses of such confirmation requests 

to General Manager of accounts department of the company, who will in turn provide such responses to the 

audit team.  

Further, the audit team found that a legal case has been filed against the company on account of customer 

complaint. CA Rahul Dhawan discussed with his team regarding the audit procedures that can be performed 

by the audit team to verify the implications of such litigation on the financial statements of the company.  

One of the audit team members, Mr. Girish had the following understanding with respect to the audit file to 

be maintained by the audit team with respect to the audit assignment:  

Point no. 1: The completion of assembly of final audit file after the date of the auditor’s report is an 

administrative process involving the performance of new audit procedures or drawing of new conclusions.  

Point no. 2: 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.  

CA Rahul Dhawan briefed his engagement team regarding the documents to be included in the audit file with 

respect to the audit assignment of Raj Textiles Ltd. and also discussed with his team in detail regarding the 

various aspects of audit file.  
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1.1 Is CA Rahul Dhawan right in changing the overall audit strategy and plan after the audit team has started 

working as per the earlier strategy established & plan so developed? 

(a) CA Rahul Dhawan is not right as once the audit team has started the audit work, it is not correct to 

change the audit strategy and plan. 

(b) CA Rahul Dhawan is not right as once the overall audit strategy has been established the same 

cannot be changed. Audit plan however can be revised. 

(c) CA Rahul Dhawan is right in making changes to the overall audit strategy and the audit plan.   

(d) CA Rahul Dhawan can change the overall audit strategy and audit plan only after taking due 

permission from the management of Raj Textiles Ltd. 

1.2 Which of the following audit procedures should the audit team perform with respect to verification of 

debtors’ balances? 

(a) GSR & Company can compare the debtors’ balance reflected in financial statements with invoices, 

debit notes, credit notes, monthly accounts statement sent to the customers.  

(b) GSR & Company can obtain direct balance confirmation from the debtors as this is external 

evidence which is most reliable and relevant. 

(c) GSR & Company can obtain management representations with respect to the debtors’ balances 

from the management of ABC Ltd and need not perform other  audit procedure as obtaining written 

representation from management constitutes sufficient and appropriate audit evidence.  

(d) Both a & b. 

1.3 Is management correct in asking the debtors to provide the reply of confirmation request directly to the 

General Manager of accounts department of the company? 

(a) Yes, the management has correctly asked the debtors to respond directly to the GM of accounts 

department. 

(b) No, management is not correct in asking for a direct response to GM of accounts department as 

external confirmation is the response obtained directly by the auditor.  

(c) Yes, the management is correct in advising direct response to the GM of accounts department as 

this will ensure that only correct confirmation is provided to the auditors.  

(d) No, management is not correct as this is the option of the auditor to see if the response to external 

confirmation is to be obtained by management or auditor himself.  

1.4 For confirming/verifying the litigation going against the company which of the following audit procedures 

is not correct? 

(a) GSR & Company can enquire the management including in house legal counsel.  

(b) GSR & Company should review the minutes of meetings of those charged with governance.  

(c) GSR & Company can review the legal expense account. 

(d) GSR & Company need not perform audit procedures with respect to litigation claims of the company 

except for obtaining written representation from the management in this regard.  

1.5 Is the understanding of Mr. Girish regarding the assembly of audit fi le with respect to an audit 

assignment, mentioned as point no. 1 & point no. 2 in the case scenario, correct?  

(a) Only understanding as per point no. 1 is correct. 

(b) Only understanding as per point no. 2 is correct. 

(c) Understanding as per point no. 1 & point no. 2 both are correct. 

(d) Understanding as per point no. 1 & point no. 2, both are incorrect.  (5 x 2 = 10 Marks) 
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Case Scenario 2 

Star Private Limited is a newly formed private limited company, engaged in the manufacturing of solar panels. 

Company has appointed Rajan Mehta and Associates, a Partnership Firm of CA Rajan Mehta and CA Piyush 

Mehta - as their First Auditors. Rajan Mehta and Associates accepted the assignment and CA Rajan Mehta 

being the engagement Partner, started their Audit.  

During the course of Audit, CA Rajan Mehta asked the Management for name of the companies operating in 

similar business so that they can compare the Company’s Figures. During this procedure, CA Rajan Mehta 

found that the Gross Margin of the Company is lower than the Industry Standard / Fellow Companies. He 

prepared an Interim Report dealing with this matter and asked the Management about the reasons for this 

deviation. Management asked him to give all the working along with the Working Papers as they believed it 

is the Company’s Property. CA Rajan Mehta advised them that he can provide working but cannot give them 

the working papers as they are the property of the Firm. 

Management agreed to that and asked CA Rajan Mehta to go into detail and tell him about the reasons for 

lower Gross Margin to which he agreed. During the detailed audit, CA Rajan Mehta came to know about the 

fact that the company dispatched its solar panels to its distributors on delivery challans and once the goods 

were accepted, sales bills were raised. Checking each challan against sales invoices, CA Rajan Mehta found 

that there were many challans for which no invoices were raised and thus sales was grossly understated and 

there was no mechanism where unbilled challans were recorded or tracked. Company employed a person to 

reconcile all the challans and prepared a list where bills are yet to be sent to the customers. In addition, 

company was also asked to seek confirmation of balances from all its customers. The management assured 

CA Rajan Mehta that inventories are physically verified and hence there will be no impact on them.  

2.1 CA Rajan Mehta asked about other Companies, he was intending to perform which audit procedure? 

(a)  Analytical Procedures 

(b)  Substantive Procedures 

(c)  Random Sampling 

(d)  Statistical Sampling 

2.2  What was the initial procedure carried on by CA Rajan Mehta? 

(a) Trend Analysis 

(b) Ratio Analysis 

(c) Statistical Modelling 

(d) Random Sampling 

2.3 Who has the right to retain the audit working papers of the Company in current case?  

(a) Audit Committee 

(b) Board of Directors 

(c) Auditor 

(d) Chairman of the Audit Committee 

2.4  When CA Rajan Mehta decided to go in detail checking of Sales, which Audit Procedure he applied to 

obtain the evidence? 

(a) Test of Transactions 

(b) Test of Balances 

(c) Both (a) and (b)  

(d) Analytical Procedures 
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2.5  The impact of the exercise carried on by the Company for unbilled challans will have an impac t on 

(a) Gross Receipts and Debtors 

(b) Gross Receipts and Inventory 

(c) Debtors 

(d) Inventory   (5 x 2 = 10 Marks) 

General MCQs 

1. ………..is a possible obligation that arises from the past events and whose existence will be confirmed 

only by the occurrence/ non occurrence of one or more uncertain future events not wholly within the 

control of the entity:- 

(a)  Provisions 

(b)  Reserves 

(c)  Contingent Liabilities 

(d)   Liability 

2.  In relation to completed engagements, procedures designed to provide evidence of compliance by 

engagement teams with the firm’s quality control policies and procedures is known as :  

(a)  Monitoring 

(b)  Inspection 

(c)   Subsequent Audit procedures 

(d)   Compliance procedures 

3.  The concept of materiality is applied by the auditor: 

(a)  in planning and performing the audit 

(b)  in evaluating the effect of identified misstatements on the audit  

(c)  both in planning and performing the audit, and in evaluating the effect of identified misstatements 

on the audit  

(d)  none of the above is correct 

4.  Mr. H and his team members in detail checked and evaluated the books of accounts and relevant 

documents of WT Limited. This is an example of which audit procedure: 

(a) Inspection. 

(b) Re-performance. 

(c) Recalculation. 

(d) Observation. 

5. The auditor finds that there is something unusual about the balances outstanding in the receivables. 

Date wise verification of the bank reconciliation performed by the auditor has resulted in mismatch in 

dates in most of the receivable ledger. The auditor has identified a pattern in the mismatches. He 

suspects that there might be a misappropriation of cash and the detection of this misappropriation is 

being prevented by crediting the amount received subsequently to the account of customer who paid 

earlier.  
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 What is the kind of fraud that the auditor has faced in the above case? 

(a)  Teeming and Lading  

(b)  Cash skimming 

(c)  Defalcation of cash by inflating cash payment 

(d)  Misappropriation of receivables 

6. Statement 1: Audit procedures consist of Risk Assessments Procedures and other procedures. 

Statement 2: Substantive procedures consist of test of details and analytical procedures.  

(a) Only Statement 1 is correct 

(b) Only Statement 2 is correct 

(c) Both 1 & 2 are correct 

(d) Both 1 & 2 are incorrect 

7. Statement I As per the Standard on Auditing (SA) 520 “Analytical Procedures”, the term “analytical 

procedures” means evaluations of financial information through analysis of plausible relationships 

among financial data.  

Statement II Analytical procedures a lso encompass such investigation as is necessary of identified 

fluctuations or relationships that are inconsistent with other relevant information or that differ from 

expected values by a significant amount. 

(a) Only Statement I is correct  

(b) Only Statement II is correct 

(c) Both statements are correct 

(d) Both Statements are incorrect 

8. Mr. A, auditor and Mr. B, Finance Manager of XYZ Pvt Ltd are friends. Mr. A prepares the audit report 

according to the wishes and directions of Mr. B. In this situation which essential quality of the auditor 

has been compromised: 

(a) Professional Competence 

(b) Independence 

(c) Professional Skepticism 

(d) Due care 

9. The term “Drawing Power” is associated with which of the following facilities as sanctioned by any Bank:  

(a) Letter of Credit 

(b) Term Loan 

(c) Staff Advances 

(d) Cash Credit Limit 

10. The auditor of Vishwas Ltd wants to know from you which of the following methods are analytical 

procedures 

I. Comparison of client and industry data 
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II. Comparison of client data with similar prior period data 

III. Comparison of client data with client-determined expected results 

IV. Comparison of client data with auditor-determined expected results  

(a) I, II and III only 

(b) I &, II only 

(c) III &, IV only 

(d) I, II, III and IV  (10 x 1 = 10 Marks) 

Division B- Descriptive Questions 

Question No. 1 is compulsory. 

Attempt any four questions from the Rest. 

Total 70 Marks 

1. Examine with reasons (in short) whether the following statements are correct or incorrect : (Attempt any 

7 out of 8) 

(i)  The concept of materiality is an important and relevant consideration for the auditor in financial 

statement.  

(ii) No entry is passed for cheques received by the auditee on the last day of the year and not yet 

deposited with the Bank.  

(iii)  Misstatements in the financial statements can arise from either fraud or error.  

(iv) In case of stratified sampling, the conclusions are drawn on the stratum.  

(v) Intentional errors are most difficult to detect and auditors generally devote greater attention to this 

type  

(vi) The auditor shall prepare audit documentation on a timely basis.  

(vii) Written representations are requested from those responsible for the preparation and presentation 

of the financial statements.  

(viii) The auditor can formulate his entire audit programme only after he has had a satisfactory 

understanding of the internal control systems and their actual operation. (7 x 2 = 14 Marks) 

2. Discuss the following: 

(a) CA Raj, an engagement partner wants to establish whether the preconditions for an audit are 

present. Guide CA Raj in this context.  (4 Marks) 

(b)  "An adequate planning benefits the audit of financial statements." Discuss. (4 Marks) 

(c)  The risk assessment procedures shall include the Inquiries of management and of others within 

the entity who in the auditor’s judgment may have information that is likely to assist in identifying 

risks of material misstatement due to fraud or error. Explain giving at least three examples.  

 (3 Marks) 

(d)  The auditor should consider relevance of IT in an audit of financial statements. Explain giving 

reasons.   (3 Marks) 

3.  (a)  Discuss the steps to be taken by the auditor for the purpose of Identifying and assessing the risks 

of material misstatement as per SA 315. (4 Marks) 

(b) “Section 139(1) of the Companies Act, 2013 provides that every company shall, at the first annual 

general meeting appoint an auditor”. Explain in detail. (4 Marks) 
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(c) Analyse how risks in the IT system if not mitigated could have an impact on the audit.  (3 Marks) 

(d) Under the provisions of Section 141(3) of Companies Act, 2013 along with relevant rules, a person 

or a firm who has “business relationship” with a company is not eligible to be appointed as an 

auditor of that company.  In this context, discuss meaning of term “business relationship”. 

  (3 Marks) 

4. (a) Discuss the reporting requirements regarding statutory dues and Internal Audit as per CARO, 2020. 

 (4 Marks) 

(b) Bansal Yarns Ltd is engaged in manufacturing and trading of yarns of different types. Its huge 

amount is locked up in account receivables. Moreover, Management of Bansal Yarns Ltd. is worried 

about its Internal Control system over receipts from account receivables and other receipts. 

Management wants to understand from you as an auditor few techniques as to how receipts can 

be suppressed resulting into frauds and finally incurring losses.  (4 Marks) 

(c) XYZ Ltd. made huge additions to Intangible assets during the period 01-04-2021 to 31-03-2022 i.e. 

period under audit. You have been appointed as an auditor and you want to verify the additions 

made to intangible assets during the period. Suggest the audit procedure to verify the additions to 

intangible assets.  (6 Marks) 

5. (a) If the financial statements of the prior period were audited by a predecessor auditor, in addition to 

expressing an opinion on the current period’s financial statements, what is required to be stated 

by the auditor in an Other Matter paragraph  (3 Marks) 

(b) When corresponding figures are presented, the auditor’s opinion shall not refer to the 

corresponding figures except in certain circumstances. Explain those circumstances.  (4 Marks) 

(c)  Explain and also state the role of auditor with respect to the following in case of a hotel: 

(i)  Pilfering is one of the greatest problems in any hotel and the importance of internal control 

cannot be undermined. (3 Marks) 

(ii)  The inventories in any hotel are both readily portable and saleable.  Areas where large 

quantities of inventory are held should be kept locked. (4 Marks) 

6. (a) Explain the audit approach you would follow to check the Operating Expenses of a Bank.  

 (4 Marks) 

(b) What are the general requirements of an effective Risk Management System in Banks? 

  (4 Marks) 

OR 

(c) Audit against rules and orders aims to ensure that the expenditure conforms to the relevant 

provisions of the Constitution and of the laws and rules made thereunder. These rules, regulations 

and orders against which regularity audit is conducted fall under various categories. Explain . 

 (4 Marks) 

(d)  Reserves are a vital source of financing by internal means. Explain and also discuss the meaning 

of reserves along with revenue reserve and capital reserve. (3 Marks) 

(e)  Explain how you would verify Employee Benefit Expense incurred by a Company.  (3 Marks) 
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