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MTP 3 (Ch. 4 – Audit Evidence and Ch. 6 – Audit Documentation) 

Marks: 27 

Time: 45 Minutes 

Instructions: Part A comprises of MCQ. 

  Part B Comprises of descriptive questions. 

Part – A (Multiple Choice Questions) 

MNO Ltd., incorporated in the financial year 1980-81, is a distinguished company specialising in the 

manufacturing of nickel-based batteries. As one of the oldest manufacturing companies in this sector, 

MNO Ltd. operates with two manufacturing plants and a comprehensive distribution network that spans 

across India. Remarkably, MNO Ltd. was among the first companies to be listed on the stock exchange, 

underscoring its longstanding presence in the market. The company has consistently adhered to the 

Securities and Exchange Board of India (Listing Obligations and Disclosure Requirements) Regulations 

2015, ensuring compliance with all regulatory standards. 

M/s KP & Co. were the statutory auditor in the previous year and resigned from the role of statutory auditor. 

M/s JKL & Co. has been appointed as a statutory auditor of MNO Ltd. in the FY 2024-25. In conducting 

initial audit engagement, M/s JKL & Co. has simply placed reliance on the closing balances of preceding 

period. 

Apart from above facts, the several important financial information of MNO Limited during the year ended 

31st March 2025 are tabulated as below: 

Sr. No  Particular  Amount (₹) 

1.  Paid Up Share Capital  10 

2.  Deficit balance in Profit & Loss Account  11.47 

3.  Turnover  85 

4.  Inventory*  15 

5.  Cash Loss  2.95 

6.  Operating Loss  1.97 

*Out of Total inventory as above, inventory amounting to ₹ 12.35 Crore are lying with third party. 

Based on above facts, answer MCQs (Q.1 & Q.2): 

Q.1 As per SA 501, what is the correct audit procedure to be followed regarding the existence 

and condition of inventory wherein an inventory valued ₹ 12.35 crore is lying with the third 

party? 

(a) The auditor should rely on the management explanation regarding the inventory lying with 

the third party. 
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(b) The auditor should request confirmation from third party as to the quantities and condition 

of the inventory held with them or perform inspection or other audit procedures as 

appropriate. 

(c) The auditor should verify the inventory lying with the company. 

(d) The auditor should take written representation only from the management regarding the 

inventory lying with the third party. 

   

Q.2 According to SA 510, which of the following audit procedures can be implemented by M/s 

JKL & Co. to obtain sufficient and appropriate audit evidence on the opening balances 

about whether it contain any material misstatement that could affect financial statements 

of current year? 

(i) Closing balances of the preceding period have been correctly brought forward to the 

current period. 

(ii) Performing specific audit procedures to obtain evidence regarding its opening 

balances. 

(iii) Determining whether the opening balances reflects the application of appropriate 

accounting policies. 

(a) Only (i) 

(b) Only (iii) 

(c) Only (i) and (iii) 

(d) (i), (ii) and (iii) 
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Q.3 The audit of DST Limited is near completion. CA Shweta had performed risk assessment 

procedures and tests of controls. Besides, various tests were performed to verify 

management assertions regarding transactions and balances. Further, substantive 

analytical procedures had also been performed. The process of finalization of audit report 

is in last stages. The team has started to prepare audit documentation for being placed in 

audit file. They are putting various information now in writing as part of audit 

documentation so that audit file is complete before issue of audit report. Which of 

following statements is in accordance with Standards on Auditing? 

(a) The approach followed by team is proper as it is auditors’ duty to see that audit 

documentation is prepared at time of issue of audit report. 

(b) The approach followed by team is proper as audit file has to be assembled before issue of 

audit report. 

(c) The approach followed by team is not proper as audit documentation is being prepared at 

the time of finalization of audit report. 
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(d) The approach followed by team is not proper as audit documentation can be prepared in 

60 days from date of auditors’ report. 

   

Q.4 CA Paras is auditing a firm’s financial statements and performs detailed procedures to 

verify assertions. The firm is engaged in export of goods to Europe. The sales invoices 

raised in Euros are converted into Indian rupees as per applicable norms. He checks 

classification of expenses, ensures trade payables are genuine, compares current and 

past wages, examines title deeds for land, and check the accuracy of calculation of the 

conversion of foreign currency into Indian rupees for export invoices. Which audit 

procedure he performed to verify whether conversion of foreign currency into Indian 

rupees is proper or not?  

(a) Inspection.  

(b) Recalculation. 

(c) Observation. 

(d) Reperformance 
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Part B (Descriptive Questions) 

Q. No. 1 is Compulsory. Attempt any two from the rest. 

    

Q.1 (a) Grape Limited presented its financial statements for the F.Y. 2023-24 to its auditor 

for expressing an opinion thereon. The auditor while carrying out the audit started 

comparing various items of profit and loss account of the year under audit with 

previous financial years. What is auditor trying to achieve by carrying out those 

comparisons? 
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(b) CA Piku has prepared audit documentation of an entity describing nature, timing 

and extent of audit procedures performed during the course of audit. In 

documenting nature, time and extent of audit procedures performed, which matters 

shall be recorded? He is also of the view that such documentation alone as 

described above meets requirements of Standards on Auditing. Comment upon 

validity of his views. 
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Q.2 Moon Ltd. of which you are the statutory auditor, have an internal audit being conducted 

by an outside agency. State the factors that weigh considerations in opting to make use 

of direct assistance of the internal auditors for the purpose of statutory audit. 
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Q.3 CA B is appointed as an auditor of M/s. Divine Pharmacy, a wholesale medicine supplier. 

While auditing for the financial year 2024-25, CA B wants to use test checking technique. 

Advise CA B, what kind of precautions should be taken by him in this regard. 
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Q.4 The auditor has a responsibility to perform audit procedures to identify, assess and 

respond to the risks of material misstatement arising from the entity’s failure to 

appropriately account for related party relationships, transactions or balances. 

During the audit, the auditor should maintain alertness for related party information while 

reviewing records and documents. He may inspect the records or documents that may 

provide information about related party relationships and transactions. Explain in detail 

with examples. 
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