CHAPTER— 1 AUDIT QUESTIONS

MTP SERIES - | JAN-25

Rajul Ltd. engaged an external practitioner CA Rajul to provide assurance on its prospective
financial information for the upcoming year, which includes projections for a new product
line. The company projected a 15% increase in revenue, estimating total sales of % 75 crore,
driven by the expected launch of this new product. Mention the applicable Engagement and
Quality Control Standard and the level of assurance that will be provided in the given
situation. Also explain how Prospective Financial Information is different from Historical
Financial Information. (4 MARKS)

MTP SERIES - Il JAN-25

RST Ltd., a mid-sized trading company, recently faced challenges in securing a bank loan
due to doubts about the reliability of its financial statements. The management realised the
importance of having audited accounts to build confidence among lenders and other
stakeholders. Elucidate the benefits and need of an audit. (4 MARKS)

RTP JAN- 25

RST Ltd., a retail company, has set up internal controls requiring all invoices to be stamped
and signed by an authorised person in “Goods Receiving Section” of the company stating
the date and time of receiving goods in premises to ensure that only those purchase bills are
produced for payment for which goods have been actually received. During the audit, the
auditor finds that two employees — a purchasing manager and an accounts clerk — have
worked together to bypass this control, submitting fake invoices that resulted in payments
for goods that were never received. You are required to state the objectives of an audit, as
per SA 200, when it comes to ensuring the reliability of financial statements? Also explain,
why auditor can provide only reasonable, rather than absolute, assurance that the financial
statements are free from material misstatement due to fraud or error in the context of

the given situation?
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The management of Cool Drinks Limited suspects that some employees of the company
may be involved in making fraudulent payments to dummy workers at its various plants in
the country. Therefore, they areconsidering appointment of a firm of auditors to conduct
audit involving detailed examination of accounts. However, one senior person among Board
members, Mr. P, objects to use of word “audit” in proposed assignment. Comment. Also,
discuss how audit is different from investigation. (4 MARKYS)
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“Assurance engagement” means an engagement in which a practitioner expresses a
conclusion designed to enhance the degree of confidence of the intended users other than
the responsible party about the outcome of the evaluation or measurement of a subject
matter against criteria. In this context, give three examples of assurance engagements
highlighting the difference in nature of assurance provided by such engagements. (5 Marks)

AUDIT SEP-24 EXAM QUESTION

Q. PD & Co. Chartered Accountants, were appointed as the statutory auditors of MR Limited
for the financial year 2023-24. MR Limited included the following clause in the appointment
letter to the auditors : "The Auditor shall be responsible for detecting the frauds that may
happen in the company during the financial year 2023-24." The auditor objected to inclusion
of such a clause in the appointment letter. Discuss in the light of scope of audit. (4 MARKS)

RTP SEP- 24

Kriti, a CA student, has joined articles in a reputed audit firm. She considers audit
engagement to be an “assurance engagement”. Her understanding is that audit engagement
is the only kind of assurance engagement in which practitioner gives a written assurance
report in appropriate form. However, her friend Somaya, does not agree with her. She is of
the view that assurance engagements are not restricted to

audit alone. Besides, Somaya also thinks that assurance engagements can also relate to
matters other than historical financial information. Whose view appears to be correct? State
with reasons

MAY-24 MTP SERIES - |

The auditor should decide whether relevant information is properly disclosed in the financial
statements. Explain with reference to scope of audit. (3 Marks)

MAY-24 MTP SERIES - lI

Q. Nature of financial reporting itself is one of causes of inherent limitations of audit of
financial statements. Explain. (3 MARKS)

Q. KST Limited is engaged in manufacturing business. It appoints CA T to provide it an
assurance report on its financial statements prepared on the basis of historical financial
information. The characteristic of such an engagement is that it involves gathering of
sufficient appropriate evidence on basis of which limited conclusions can be drawn up by
practitioner. ldentify type of engagement. Which are two other features of such an
engagement? (3 MARKS)

May-24 Exam Question
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JK Ltd. was having a 'Pager' manufacturing plant and looking at the demand it was of the
view that the company will grow continuously in future. But, with the introduction of mobile
phones in the market, the plant was shut down completely. The shareholders of the
company were of the view that auditor failed to perform their duty and have not informed to
them about the company's inability to continue its business, otherwise they might not have
suffered the loss. List down the factors giving rise to the inherent limitations due to which
auditor cannot provide a guarantee that the financial statements are free from material
misstatement due to fraud or error. (3 MARKS)

May-24 RTP

M Motors Ltd is a leading Indian automobile manufacturer with many offerings across
commercial, passenger and electric vehicles. The Company is pioneering India’s electric
vehicle transition and enjoys considerable advantage in one of the fastest growing
automotive markets. GR & Associates have been appointed as its statutory auditors for
financial year 2022-23. J and K are newly appointed audit assistants in the firm and are part
of engagement team constituted for purpose of audit of M Motors Ltd. However, they are
confused about what such an audit tends to achieve. They perceive audit as a guarantee
against possible errors or frauds in financial statements. Do you agree with perception of
both the assistants? In this context, outline objectives of an independent audit conducted in
accordance with Standards on Auditing
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