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AUDIT AND ASSURANCE 

 

 

Questions 

Principle and Concept 

1) Write short notes on Audit versus Investigation.   

 

Planning and Assurance Engagement 

2) What are the disadvantages of the use of an audit programme?  

 

3) An NGO operating in Kathmandu had collected large scale donations for flood victims.  The donations so 

collected were sent to different NGOs operating in Nepalgunj for relief operations.  This NGO operating in 

Kathmandu has appointed you to audit its accounts for the year in which it collected and remitted donations for 

flood victims.  Draft audit programme for audit of receipts of donations and remittance of the collected amount to 

different NGOs. Mention six points each, peculiar to the situation, which you will like to incorporate in your audit 

programme for audit of said receipts and remittances of donations. 

 

Audit Risk and Internal Control 

4) Explain the Relationship between materiality and audit risk.  

 

5) Why is review of internal control system is regarded as indispensable part of the overall audit programme? 

 

6) In a medium size trading organisation the accountant was given additional responsibility of making recoveries 

from the debtors. On one occasion, when an insurance claim of  Rs. 25,000 was received, he credited the same to 

the account of a debtor and misappropriated the cash which  he had recovered from the said debtor. Analyze the 

weaknesses in the internal control system which led to this situation.  

 

7) During the audit of a company you observed that, No entry is passed for cheques received by them on the last day 

of the year, but not yet deposited with the bank. Give your comments.  

 

8) Mention any six points to be considered for good internal control for collection of tuition fees from students of 

college.  

 

Vouching and Verification 

9) Your article is of the opinion that, while vouching payments, the auditor merely check proof that money has been 

paid away.‟  Clarify him.  

 

10) The management of Urgent Limited suggested for quick completion of the statutory audit that it would give its 
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representation about the receivables in terms of their recoverability. The management also acknowledged to the 

auditors that the management would give their representation after scrutinizing all accounts diligently and they 

own responsibility for any errors in these respects. It wanted auditors to complete the audit checking all other 

important areas except receivables. The auditor certified the account clearly indicating in his report the fact of 

reliance he placed on representation of the management. Comment.  

 

11) Write internal control questionnaire for verification of Fixed Assets. 

 

Computerized Environment 

12) “Installation of Computer Operating System has created both benefits and problems for auditors”.  Explain the 

Statement? 

 

13) Comment on the overall objective and scope of an audit does not change in an EDP environment.  

 

Analytical Procedures 

14) In the course of audit of a trade, you noticed that although there is no change in either selling or purchase price of 

the goods, there is considerable increase in Gross Profit Ratio in comparison to previous year.  What matters 

would you examine to assess the reason for such increase?  

 

15) As an auditor of a Limited Company, you observe that during the month of Ashad, 2071, sales invoices were not 

recorded in books of accounts. You also observe that payment of wages was much higher compared to  last year. 

Keeping in mind the above, analyse possible ways of manipulation of accounts  

 

Audit of Special Sectors 

16) Mention the special points in the case of an audit of the entity from Incomplete Records.  

 

17) Draft an audit programme to audit the receipts of a cinema theatre owned by a partnership firm.  

 

 

 

 

 

Cases related to Auditing and Accounting Standards 

18) State with reason  your views on the following : 

a) Birat Ltd. Purchased a factory building for Rs.2 crores at Biratnagar. The company paid Rs.2 lakhs professional 

fees to its solicitors for providing consultancy in connection with purchase of factory. The accountant debited Rs.2 

lakhs as legal expenses in the account books of the company.  
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b) During audit it was revealed that, as a result of an improper cut –off of inventory shipments at the end of the year, 

approximately Rs. 500,000 of sales pertaining to the subsequent year was recorded in the current year by ABC (P) 

Ltd for the year ended 31st Ashad 2070. The management of ABC however refuses to adjust the financial 

statements for the Rs. 50,000 over booking of sales. 

 

c) Mr. LM Bista has been doing audit of PQR Co. Ltd. for the past few years. His experience as auditor of the 

company for the past few years shows that accounts of the company are always in order. The managing director of 

PQR Co. Ltd. requested him to issue an unqualified audit report  urgently without conducting the audit for the year 

since the unqualified audit report is required immediately in order to obtain a contract. 

 

d) Big Ones Limited at its general meeting authorized its Board of Directors to fill up the vacancy in the office of 

auditor, which was caused by the resignation of an auditor. 

 

e) During the year 2011-12, a company has developed blocks and dies for Rs.30 Lakhs. The company did not provide 

any depreciation on the said blocks and dies. State the auditor‟s duties. 

 

19) As an Auditor, comment on the ENT Enterprises entered into a contract for sale of its goods worth  Rs.50 lacs with 

EN Ltd. The goods were inspected, approved and finalised by the inspection  team of  EN Ltd. EN Ltd. made  the 

whole payment of  Rs. 50 lacs. However, it requested ENT Enterprises to dispatch the goods in six equal monthly 

instalments from Magh, 2070 to Ashad, 2071. In the month of Baishak, 2071, due to natural calamity, EN Ltd. 

informed ENT Enterprises to stop dispatches of the remaining three instalments until further notice. At the time of 

finalising its accounts for the financial year 2070-71, ENT Enterprises booked sales amounting to Rs.25 lacs and 

showed remaining Rs.25 lacs as advance against Sales. 

 

20) Give your comments on “The Nepca Ltd., a Pharmaceutical Company, while valuing its finished stock at the year 

end wants to include interest on Bank Overdraft as an element of cost, for the reason that overdraft has been taken 

specifically for the purpose  of financing current assets like inventory and for meeting day to day working 

expenses”. 

21) As an Auditor, comment on the Tyre Ltd. is engaged in manufacturing and supply of tyres to KTM Motors Ltd.  

As per terms of supply, full price of the goods are not released by KTM Motors Ltd. but 10% thereof is retained 

and paid after one year, if there is satisfactory performance of the parts supplied.  Tyre Ltd. accounts for only 90% 

of the invoice value as sale at the time of supply and balance 10% is accounted as sale in the year of receipt of 

payment.    

According to NAS 07 on Revenue recognition, revenue from sale of goods should be recognised when 

the seller has transferred to the buyer, the property in the goods for a price or when the seller has 

transferred all significant risk and rewards and the seller repairs no effective control over goods and no 

significant uncertainty exists regarding the amount of consideration and its collectibility.  
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22) M/s Left & Right , a partnership firm, running a nursing home have decided to discontinue you as an auditor for 

the next year and requests you to handover all the relevant workingpapers of the previous year.  

 

23) M, Statutory Auditor of ABC Ltd wants to verify cash on hand as on 31st Ashad, 2071. The Management informs 

Mr. M. that it is not possible to cooperate, as cashier has been hospitalized. Advise Mr. M. on how to deal with the 

situation.  

 

Accounting Standards 

24) List out the procedures to be performed by the auditor in expressing opinion on 'going concern' assumption 

 

Auditing Standards 

25) Can the External Auditor rely upon the work of an Internal Auditor?  

 

Audit Preperation 

26) Your client is requesting you for starting the audit of the financial year 2070/71. Describe a set of instructions, 

which you give to your client before the start of actual audit.   

 

27) How will you vouch the following? 

a) Assets acquired on Hire Purchase Basis  

b) Salaries and Wages  

c) Advertisement Expenses  

d) Sale of Assets  

e) Insurance  Claims  

 

28) Write short note on following: 

a) Doing a statutory audit is full of risk‟ 

b) Contents of Audit Note book: 

c) Precautions by an auditor while applying test check techniques 

d) Auditing through the Computer  

e) Peer Review 

f) Propriety audit 
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SUGGESTED ANSWERS 
1) Answer 

Auditing versus Investigation:  Audit is generally objected to find out whether the accounts show true 

& fair view. It is a critical examination of books of accounts.  

Investigation on the other hand is critical examination of the accounts with a special purpose. For 

example if fraud is suspected and an accountant is called upon to check the accounts to whether fraud 

really exists and if so, the  amount involved, the character of the enquiry changes into investigation. 

Investigation may be undertaken in numerous areas of accounts, e.g., the extent of waste and loss, 

profitability, cost of production etc. It extends scope beyond books of accounts.  

For auditing on the other hand, the general objective is to find out whether the accounts show a true  and 

fair view. The auditor seeks to report what he finds in the normal course of examination of the accounts 

adopting generally followed techniques unless circumstances call for a special probe. Fraud, error, 

irregularity, whatever comes to the auditor‟s notice in the usual course of checking, are all looked into in 

depth and sometimes investigation results from the prima facie findings of the auditor.  

 

 

2) Answer. 

 Disadvantages of the use of an Audit Programme  

(i) The work may become mechanical and particular parts of the programme may be carried out without any 

understanding of the object of such parts in the whole audit scheme.  

(ii) The programme often tends to become rigid and inflexible following set grooves; the business may change in 

its operation of conduct, but the old programme may still be carried on.  

(iii) Inefficient assistants may take shelter behind the programme i.e. defend deficiencies in their work on the 

ground that no instruction in the matter is contained therein.  

(iv) A hard and fast programme may kill the initiative and innovation of efficient and enterprising assistants.  

 

3) Answer 

Receipt of Donations  

(i) Internal Control System: Existence of internal control system particularly with reference to division of 

responsibilities in respect of authorised collection of donations, custody of receipt books and safe custody of 

money.  

(ii) Custody of Receipt Books: Existence of system regarding issue of receipt books, whether unused receipt 

books are returned and the same are verified physically including checking of number of receipt books and 

sequence of numbering therein.  

(iii) Receipt of Cheques: Receipt Book should have carbon copy for duplicate receipt and signed by a responsible 

official.  All details relating to date of cheque, bank‟s name, date, amount, etc. should be clearly stated.  

(iv) Bank Reconciliation: Reconciliation of bank statements with reference to all cash deposits not only with  
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reference  to date and amount but also with reference  to receipt book.  

(v) Cash Receipts: Register of cash donations to be vouched more extensively. If addresses are available of donors 

who had given cash, the same may be cross-checked by asking  entity to post thank you letters mentioning 

amount, date and receipt number.    

(vi) Foreign Contributions, if any, to receive special attention to compliance with applicable laws and regulations.  

Remittance of donations to different NGOs  

(i) Mode of Sending Remittance: All remittances are through account payee cheques. Remittances through 

Demand Draft would also need to be scrutinised thoroughly with reference to recipient.  

(ii) Confirming Receipt of Remittance: All remittances are supported by receipts and acknowledgements.  

(iii) Identity: Recipient NGO is a genuine  entity.   Verify address,  Registration Number, etc.  

(iv) Direct Confirmation Procedure: Send confirmation letters to entities to whom donations have been paid. 

(v) Donation Utilisation: Utilisation of donations for providing relief to Tsunami victims and not for any other 

purpose.  

(vi) System of NGOs‟ Selection: System for selecting NGO to whom donations have been sent.  

 

4) Answer 

Relationship between materiality and audit risk: NSA 320 on „Materiality in Planning and 

Performing an Audit‟ requires that the auditor should consider materiality and its relationship with audit 

risk when conducting an audit. Materiality depends on the size and the nature of the items judged in the 

particular circumstances of its misstatement.  

The audit should be planned so that audit risk is kept at an acceptably low level. There is an inverse 

relationship between Materiality and the degree of audit risk. Higher the materiality level the lower the 

audit risk and vice-versa. After the auditor has assessed the inherent and control risks, he should consider 

the level of detection risk that he is prepared to accept and, based upon his judgment, select appropriate 

substantive audit procedures. If the auditor does not perform any substantive procedures, detection risk, 

that is, the risk that the auditor will fail to detect a misstatement, will be high.  

The auditor‟s assessment of audit risk may change during the course of an audit according to the need 

and development of the circumstances.   

 

5) Answer 

So far as the auditor is concerned, the examination and evaluation of the internal control system is an 

indispensable part of the overall audit programme. The auditor needs reasonable assurance that the  

accounting system is adequate and that  all the  accounting information which should be recorded has in 

fact been recorded. Internal control normally contributes to such assurance. The auditor should gain an 

understanding  of the accounting system and related internal controls and should study and evaluate the 

operations of these internal controls upon which he wishes to rely in determining the nature, timing and 
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extent of other audit procedures. The review of internal controls will enable the auditor to know:  

(i) whether errors and frauds are likely to be located in the ordinary course of operations of the business;  

(ii) whether an adequate internal control system is in use and operating as planned by the management;  

(iii) whether an effective internal auditing department is operating;  

(iv) whether any administrative control has a bearing on his work (for example, if the control over worker 

recruitment and enrolment is weak, there is a likelihood of dummy names being included in the wages sheet 

and this is relevant for the auditor);  

(v) whether the controls adequately safeguard the assets;  

(vi) how far and how adequately the management is discharging its function in so far as correct recording of 

transactions is concerned;  

(vii) how reliable the reports, records and the certificates to the management can be;  

(viii) the extent and the depth of the examination that he needs to carry out in the different areas of accounting;  

(ix) what would be appropriate audit technique and the audit procedure in the given circumstances;  

(x) what are the areas where control is weak and where it is excessive; and 

(xi) whether some worthwhile suggestions can be given to improve the control system.  

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. If he does not care to study this aspect, it is 

very likely that  his audit programme may become unwieldy and unnecessarily heavy and the object of 

the audit may be altogether lost in the mass of entries and vouchers. Often, after installation of a system, 

no proper follow up is there by the management to ensure compliance so , it is also important for him to 

know whether the system is actually in operation..  

It would be better if the auditor can undertake the review of the internal control system of client which 

will enable him to be more objective in the framing of the audit programmes. He will also be in a 

position to  bring to the notice of the management the weaknesses of the system and to suggest measures 

for improvement.  

 

Hence it can be concluded that the extent and the nature of the audit programme is substantially 

influenced by the internal control system in operation. A proper understanding of the internal control 

system in its content and working also enables an auditor to decide upon the appropriate audit procedure 

to be applied in different areas to be covered in  the audit programme.  In a situation where the internal 

controls are considered weak in some areas, the auditor might choose an auditing procedure or test that 

otherwise might not be required; he might extend certain tests to cover a large number of transactions or 

other items than he otherwise would examine and at times he may perform additional tests to bring him 

the necessary satisfaction.  

 

6) Answer. 
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Following two essential features of internal control are relevant here:  

(i) Breaking the chain of the work in a manner so  that no single person can handle a transaction from the 

beginning to the end and   

(ii) Segregation of accounting and custodial functions.  

Weakness in internal control system in the instant case:   

a) The accountant is receiving cash and also passing the entries in the books. The accountant should not have 

been allowed to effect recoveries. 

b) It also appears that system for issuing receipts for amount received - whether cash or cheque is also lacking.  

c) In a small and to some extent medium size organization, the supervision of the owner offsets the deficiencies 

in internal control system. But in  this case, it appears, that supervision and personal control is also lacking.  

Thus, in the given case, the main weakness of the system is that it is ignoring the basic requirements of a 

good internal control system.  

 

7)  Answer. 

Cheques Received on the last day of Accounting Year:  It is a quite normal that in any on going business entity 

many a time‟s cheques are received from the customers on the last day of the accounting year.  It is also quite 

likely,  that cheques received on the last day of the accounting year could not be deposited in the bank.  Though 

normally speaking, it is expected that all cheques should be deposited in the bank daily.  But there may be a 

possibility that such cheques which are received particularly during the late hours could not be deposited in the 

bank.  Therefore, it is quite important to  ensure that the system of internal control is effective and such cheques 

should be properly accounted for to avoid any frauds and that the financial statements reflect a true and fair view.  

As far as internal control system is concerned, it should be ensured that a list of such cheques is prepared 

in duplicate and  a copy of the  same has been sent to person controlling  the debtors‟ ledger and a second 

copy is handed over to cashier along with the cheques received. The person who is controlling the 

debtors‟ ledger should ensure that proper accounting entries have been passed by crediting respective 

debtors‟ accounts.  The balance of cheques-in-hand should also be disclosed along with the cash and 

bank balances in the financial statements.   

8) Answer. 

Internal control points for collection of tuition fees:  

(i) There must be a clear cut tuition fee structure approved by the college council.  

(ii) The challan or paying in slip should contain necessary fields for identifying the roll number of the student, 

class, and period for which fees is paid etc. The slips should have such number of counterfoils to cross check 

the remittance.   

(iii) The paying in slip when filled by the students, should be checked for its correctness as to applicable amount 

etc by one clerk and the amount should be entered in a scroll. He must initial the slip which authorises the 

cashier to accept the fees as per slip.  

(iv) The cashier scroll and the authorising officer/s scroll should be checked by an office daily.   
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(v) All remittance should be banked each day. No amount should be allowed to be spared for meeting any type of 

expense. 

(vi) Alternatively, the fees may be directly remitted into bank and banker‟s daily remittance slip should be 

scrutinised by college officers.   

(vii) Arrears list should be periodically prepared from the  students rolls. Any concession, remission of tuition fees 

should have approval of competent authority.   

(viii) Delayed remittance should carry fines or compensating charges for delay.   

(ix) When students are readmitted after removal for non-payment of fees, the admission should carry the 

permission of competent authority.  

 

9) Answer. 

Vouching is a substantive audit procedure which aims at verifying the genuineness and validity of a transaction 

contained in the accounting records.  It involves examination of documentary evidence to support the genuineness 

of transaction.  Thus the object of vouching is not merely to ascertain that money has been paid away; but the 

auditor aims to obtain reasonable assurance in respect of  following assertions in regard to transactions recorded in 

the books of account that – 

(i) a transaction is recorded in the proper account and  revenue or expense is properly allocated to the accounting 

period;  

(ii) a transaction pertains to entity and took place during the relevant period;  

(iii) all transactions which have actually occurred have been recorded;   

(iv) all transactions were properly authorised; and 

(v) transactions have been classified and disclosed in accordance with recognised accounting policies and 

practices.  

Thus, it is through vouching that the auditor comes to know the genuineness of transactions recorded in 

the client‟s books of account wherefrom the financial statements are drawn up. Apart from genuineness, 

vouching also helps the auditor to know the regularity and validity of the transaction in the context of the 

client‟s business, nature of the organisation and organisational rules.  

Thus, the auditor‟s basic duty is to examine the accounts, not merely to see its arithmetical accuracy but 

also to see its substantial accuracy and then to make a report thereon.  

This substantial accuracy of the accounts and emerging financial statements can be known principally by 

examination of vouchers which are the primary documents relating to the transactions.  If the primary 

document is wrong or irregular, the whole accounting statement would, in turn, become wrong and 

irregular.  Precisely auditor‟s role is to see whether or not the financial statements are wrong or irregular, 

and for this, vouching is simply imperative.  

Thus, vouching which has traditionally been the backbone of auditing does not merely involve checking 

arithmetical accuracy but goes much beyond and aims to check the genuineness as well as validity of 

transactions contained in accounting records  

www.auditnca.com

www.auditnca.com


 

 

RTP-CAP II –-2014-December@ICAN Page 33 of 158 

 

 

10) Answer 

Management Representation: The management of Urgent Limited wants the auditor to carry out audit 

on all areas except on area of receivables. There cannot be any restriction on scope of audit in case of 

statutory audit.  

The management representation, according to NSA 580 - Written Representations by management, 

cannot substitute other audit evidence that the auditor could reasonably expect to be available to the 

auditor. The audit evidences available for checking receivables- say, invoices, debt acknowledgement 

documents,  receipts, statement of accounts, confirmations etc., are available evidences which auditor is 

duty bound to verify.  

Just because management had owned responsibility for the correctness of its evaluation of receivables, 

the auditor cannot shirk his responsibility.  

This is negligence on his part if he relies on the management representation without assessing the 

corroborative available evidences. 

 

11) Answer 

(i) Are fixed assets verified periodically?  

(ii) Is there a written procedure for such verification?  

(iii) Does the procedure provide for verification/confirmation of fixed assets with third parties?  

(iv) Does the procedure provide for verification of compliance with the warranties and conditions in the relevant 

insurance policies?  

(v) Are reports prepared on such verification?  

(vi) Do such reports indicate damaged/obsolete items of fixed assets?  

(vii) Are discrepancies disclosed by such reports investigated?  

(viii) Are the records and financial accounts corrected, with proper authority?  

(ix) Are damaged/obsolete items disclosed by such reports, removed from the records and financial accounts 

with proper authority?  

 

12) Answer 

Computer Operating Systems and the Auditor: The installation of computer operating system is an 

integral and absolutely essential part of a computer even in a stand alone PC- based environment.  In fact 

it is difficult to visualize a computer to be operational without  installation of the operating system. With 

the advancement of technology, the operating  systems are part of the server or hard disc and provide lots 

of options and flexibility to the user. The provision of all these built-in-features is quite beneficial to user 

and the auditor alike. The data stored in the system can be extracted depending upon the requirement, 
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e.g., records relating to students can be region-wise, city-wise, examination centre-wise, etc to compare 

the performance. At the same time, these advanced features of operating systems have given rise to 

several general hazards associated with it. In these circumstances, it becomes essential to restrict the 

access to data by ensuring proper security system such as passwords and other  access controls, etc. 

However, such system at time can be hacked and then the entire data  base  is vulnerable to manipulation. 

Thus, from the auditor‟s point of view installation of operating system have created both benefits and 

problems. The major benefits flow from the fact of examination of execution of transactions, taking 

samples, etc. while problems might arise to potential manipulation of the data.  It may however, be noted 

that benefits from the operating system for outweigh the problems associated with it. 

 

 

13) Answer 

The principal objective of an audit of financial statements, prepared within a framework of recognised accounting 

policies and practices and relevant statutory requirements, if any, is to ensure that the financial statements reflect a 

true and fair view.  The scope of an audit of financial statements is determined by the auditor having regard to the 

terms of the engagement, the requirements of relevant legislation and the pronouncements of the Institute.  This 

would involve assessment of reliability and sufficiency of the information contained in the accounting records and 

other source data by study and evaluation of accounting system and internal controls in operation.   

The overall objective and scope of an audit does not change in an EDP environment but the use of a 

computer changes the processing and storage of financial information and may affect the organisation 

and procedures employed by the entity to achieve adequate internal control. Accordingly, the procedures 

followed by the auditor in his study and evaluation of the accounting system and related internal controls 

and nature, timing and extent of his other audit procedures may be affected by an EDP environment.  The 

computerisation of accounts would also have an impact on the increase in fraud and errors.  Thus when 

auditing in an EDP environment, the auditor should have sufficient understanding of computer hardware, 

software  and processing systems to plan the engagement and to understand how EDP affects the study 

and evaluation of internal control and application of auditing procedures including computer-assisted 

audit techniques.  The auditor should also have sufficient knowledge of EDP to implement the auditing 

procedures, depending on the particular audit approach adopted.  

Thus, it is clear from the  above that overall objective  and scope  of audit does  not change irrespective 

of fact that whether the accounting information is generated manually or through EDP. 

Fraudulent Financial Reporting:  

It involves intentional misstatements or omissions of amounts or disclosures in financial statements to 

deceive financial statement users. 

 Fraudulent financial reporting may involve: 

Deception such as manipulation, falsification, or alteration of accounting records or supporting 

www.auditnca.com

www.auditnca.com


 

 

RTP-CAP II –-2014-December@ICAN Page 35 of 158 

documents from which the financial statements are prepared.  For example, in a period of rising prices, 

sales contract documents may be ante-dated to record sales at prices lower than the prices at which sales 

have actually taken place.  

Misrepresentation in, or intentional omission from, the financial statements of events, transactions or 

other significant information.  For example, goods sold may not be recorded as sales but included in 

inventories Intentional misapplication of accounting principles relating to measurement, recognition, 

classification, presentation, or disclosure.  For example, where a contracting firm follows the „completed 

contract‟ method of accounting but does not  provide for a known loss on incomplete contracts.  

 

 

14) Answer 

In assessing the reason for considerable increase in Gross Profit Ratio, the auditor should examine the 

followings:  

(i) Under valuation of opening stock due to non-inclusion of certain items or applying lower rate to one or more 

items of stock.  

(ii) Over valuation of closing stock either by the inclusion of fictitious items or over valuing some of the items of 

Stock.  

(iii) Change in the method of valuation of opening and closing stock.  For example,  opening stock was valued at 

lower of cost and market value, whereas closing stock has been valued at market price which is higher than 

cost.  

(iv) Goods sold but not delivered are included in stock.  

(v) Goods delivered last year but sales invoice raised in current year.  

(vi) Recording of fictitious sales to boost up profits.  

(vii) Goods returned to supplier awarding dispatch and included in closing stock.  

(viii) Goods returned by customers but not debited to sales return and included in closing stock.  

(ix) Inclusion in the closing stock of goods received for sale on approval or consignment basis.  

(x) Treatment of goods sent on consignment basis as regular sales.  

(xi) Non-provision of outstanding expenses like wages, carriage inward etc.  

(xii) Wrong allocation of expenses in Trading and Profit & Loss Account.  

 

15) Answer 

Manipulation of Accounts: Accounts are falsified in order to conceal the true position of the business for 

some purpose. They are always intentional, for a predetermined purpose and are generally committed 

either by the owners or top management personnel or senior officers of the business. This type of fraud is 

generally committed:  

(i) to avoid incidence of income-tax or other taxes by showing profits at a lower figure.   

(ii) for delaying a dividend when  there are insufficient profits by showing profits at inflated figures.  
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(iii) to withhold declaration of dividend even there is adequate profit.   

(iv) for receiving higher remuneration where managerial remuneration is payable by reference to profits.  

Such  frauds are difficult to be detected as  they are committed by persons holding position of trust and 

use carefully guarded by them. Such frauds are generally of the following nature:  

(i) Recording fictitious sales or omission of sales  

(ii) Recording fictitious purchases or suppression of purchases  

(iii) Over valuation or under valuation of stock.  

(iv) Recording fictitious expenses or omission of expenses 

(v) Taking credit for accrued income not likely to be received or omission of income.  

(vi) Revenue expenses changed to capital and vice-versa. NSA 240 “The Auditor‟s responsibilities relating to 

Fraud in an Audit of Financial Statements” deals with the auditor‟s responsibilities for the detection of 

material misstatement resulting from  fraud and  error. It requires a considerable skill and vigilance on the part 

of an auditor. In doubtful cases he may refuse to believe the information supplied to him by any officer of the 

concern.  

An auditor, who uses adequate skill and reasonable care, is legally exempt from liability if he fails to 

discover a well concealed detection. But an auditor by a skilled auditor should rarely permit such a 

failure.  

All possible opportunities for dishonesty and manipulation of the accounts must be considered and 

guarded against and the degree of checking and investigation should be determined by the circumstances 

surrounding the transactions and the effectiveness of the system of intended check in operation. 

 

16) Answer 

The examination of records and documents is one of the most important techniques through which an 

auditor collects evidence.  Therefore, in case the records and documents maintained by an enterprise are 

incomplete, it would prove to be a great handicap to the auditor. An auditor may face the situation of 

incomplete records under the following circumstances:  

(i) Where records are kept on single entry basis; or  

(ii) Where records are kept on double entry basis, but some of the records are destroyed accidentally, or are seized 

by authorities, or are otherwise not available for the auditor‟s examination due to similar reasons.  

Under the second circumstance, an ideal approach for carrying out audit would be that the auditor may 

direct the management of the enterprise to complete or reconstruct the accounting records, e.g., if 

vouchers are available but the cash book, journal and the ledger are not maintained, then the cash book, 

journal and ledger should be written up.  However, if vouchers are also not available, then cash 

book/journal/ledger will have to be prepared by correlating the evidence available, e.g., memoranda 

records, bank statements, statements from outside parties, etc.  Even though such books which are 

prepared may not be complete, but may still contain useful information for the auditor.  
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On the other hand, when books are maintained on single entry basis, then the management of the 

enterprise would be asked to write up the books, to the extent possible, as they would have been written 

up under double entry system.  

In any case, the following steps would be required to conduct an audit:  

(i) Ascertain that the balance sheet or statement of affairs as at the beginning of the year should be prepared and 

all the relevant accounts should be opened in  the ledger. Normally, under the single entry system, cash, bank, 

and personal accounts are maintained.  

(ii) Confirming that all entries on receipt side of the cash book are posted in the ledger, even by opening new 

account(s) wherever necessary.  

(iii) Check that all entries on the payment side of cash book are posted in the ledger.  

(iv) Confirming that all entries appearing in bank account are posted in the ledger.  

(v) Analyse personal accounts of debtors.  This will provide vital information regarding credit sales, sales 

returns, discounts allowed, bills received, bills dishonored, etc.  It would be necessary to post such items to 

relevant accounts, to complete the double entry from the debtor‟s accounts.    

Similarly, it would be necessary to analyse the creditors' accounts and post entries relating to credit 

purchase made, discounts earned, purchases returns, bills payable issued to suppliers, bills payable 

dishonored, etc., to relevant accounts.  

From an auditor's view point, the supervisory controls exercised by the owners are generally less reliable 

and hence while auditing incomplete records, auditor will largely depend on extensive substantive 

procedures and obtain external evidence, physical examination/ observation, management representation 

and perform analytical procedures.  

 

17) Answer 

The role of audit programme in audit plan and performance: The audit programme is helpful both in planning and 

performance stages of audit:  

(i) The audit programme lists down areas of audit before commencement. 

(ii) The audit timing is built therein; thereby it becomes a schedule of audit plan. 

(iii) The staff who are entrusted with the audit assignment is also specified.  It is a plan of resource allocation of 

the firm. 

(iv) It specifies the procedures to be checked during the audit. 

(v) As the audit work is split into various elements of procedures to be performed, the audit programme acts as a 

guiding chart or check list during the performance of audit. 

(vi) Since the staff in  charge of each work is  specified and they sign  the programme, it extracts the 

responsibility from the audit assistants. 

(vii) The working papers of the audit staff can be reviewed against the audit programme which helps a base of 

reference for evaluation of the performance  before reporting on the financial statements. 

(viii) It also helps in preparing a diary of the performance and plan and also base for billing the clients for the time 
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and manpower involved in the audit. 

Programme for receipts of cinema theatre of a firm:  Audit programme for  checking the receipts of a 

cinema theatre of a partnership firm. 

(i) The partnership deed should be first scrutinized. 

(ii) The receipts of the cash from partners on capital and current accounts should be vouched with reference to 

the relative terms in the deed. 

(iii) The internal control for collections from sale of tickets should be checked. 

(iv) See that the tickets are serially numbered and effective custody of un-issued tickets are in existence. 

(v) Check the rough cash book  and reconcile from the stock of ticket books  issued, the cash to be collected each 

day. 

(vi) Check that the cash balance and ticket sales from stock is daily checked  by  the manager. 

(vii) Check that the collections are banked daily, the very next day. 

(viii) See rates for each class and the ticket rates are as per current prices. 

(ix) The entertainment tax collected should be separately accounted for its  subsequent payment to the 

government agencies. 

(x) Check the relation between the amounts of tax collected and sales. 

(xi) The collections from the advertising and publicity materials should be checked with reference to the terms of 

agreement. 

(xii) Income from canteen, stalls, parking facilities should also be checked and see that the income are fairly 

booked without any seepage. 

(xiii) The cash collections should not  be used for meeting petty cash expenses. There should be separate impressed   

system. 

(xiv) Do surprise checking of cash balances. 

(xv) See that cash collections are insured and the policy is in force. 

 

18) State with reason  your views on the following : 

f) Answer 

A capital expenditure is that which is incurred for the under mentioned purposes: 

(a) Acquiring fixed assets, i.e., assets of a permanent or a semi-permanent nature, which are held not for 

resale but for use with a view to earning profits. 

(b) Making additions to the existing fixed assets. 

(c) Increasing earning capacity of the business. 

(d) Reducing the cost of production. 

(e) Acquiring a benefit of enduring nature of a valuable right. 

Expenses which are essentially of a revenue nature, if incurred for creating assets or adding to its value 

or achieving higher productivity, are also regarded as expenditure of a capital nature. For Example: 

Material and wages-capital expenditure when expended on the construction of a building or erection of 
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machinery. 

In view of the above, Rs. 2, 00,000 has to be added in the cost of Land and Building and cannot be 

shown as revenue expenditure. 

 

g) Answer 

The profit and Loss account of the business enterprise should include only income and expenses relating to the 

relevant financial year. Inclusion of any income and /or expenses pertaining to the previous or the subsequent year 

in the profit and loss account of the current year will inhibit presentation of a true and fair view of the working 

result of the enterprise. In the books of ABC (P) Ltd. the auditor founds appx. Rs.500,000 of sales applicable to the 

subsequent year recorded as sales in the current year due to improper cut- off of inventory shipments at the year-

end. Having detected overstatement of sales will artificially inflate the net profit, thereby by Rs.500,000, not 

presenting a true and fair view of the operating results of the company. Should the management refuse to take heed 

of suggestions; the auditor should express qualified opinion in his audit report. 

 

h) Answer. 

 Mr. LM Bista should conduct the audit of PQR Co. Ltd. in accordance with Nepalese Standards on Auditing 

having regard to the requirements of NSA, relevant professional bodies, Legislation, regulations and where 

appropriate, the terms of the audit engagement and reporting requirements. For this he needs to obtain sufficient 

evidence and information to verify the transaction of PQR Co. Ltd. for the year. The auditor should not only rely 

on the past tract records of the company and agree to request of his client to issue unqualified audit report. 

Hence the request of management to issue unqualified report based on the past track record is not appropriate. 

 

i) Answer. 

 “Depreciation is a measure of the wearing out, consumption or other loss of value of a depreciable asset arising 

from use, effluxion of time, and obsolescence through technology and market changes. Depreciation is allocated 

so as to charge a fair proportion of the depreciable amount in each accounting period during the expected useful 

life of the asset. Depreciation includes amortization of assets whose usefulness is predetermined”. 

The accounting standard recommends that the depreciable amount of a depreciable asset should be 

allocated on a systematic basis to each accounting period during the useful life of the asset. The 

depreciation has to be provided on semi-permanent assets, e.g., patents, trademarks, blocks and dies, etc 

apart from fixed assets. Since the auditor is not in a position to estimate the working life of a majority of 

them, for this he has to rely on the opinion of persons who have a technical knowledge of the assets. He 

must, however satisfy himself that an honest attempt has been made to estimate the  working life  of each 

asset, that the total provision for depreciation is adequate and  that the method adopted for determining 

that amount to be written off appears to be  fair and reasonable. If he is of the opinion that the provision 
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for depreciation is not adequate, he should report to the appropriate authority. He must also see that 

depreciation written off is properly disclosed in the Profit and Loss Account and the Balance Sheet. 

 

j) Answer. 

 Casual vacancy arising in the office of auditor on account of resignation of an auditor cannot be filled up by the 

Board of Directors. Only the company in general meeting shall fill up the vacancy caused by resignation of the 

auditor. The power cannot be delegated to the Board of Directors. The appointment by the Director is not valid. 

 

19) Answer  

NAS 07 requires that revenue from sale of goods should be recognized when the following conditions 

are followed:  

(i) The entity has transferred to the buyer the significant risks and rewards of ownership of the goods. 

(ii) The entity does not retain continuing managerial involvement and effective control over goods sold 

(iii) The amount of revenue can be measured reliable 

(iv) It is probable that the economic benefits associated with the transaction will flow to the entity and 

(v) The costs incurred or to be incurred in respect of the transaction can be measured reliable. 

In the given case, the sale transaction carried by ENT Enterprise fulfills all the condition stated above. 

Hence, the accounting entry passed by ENT Enterprise recognising partial revenue to the extent of goods 

dispatched is not correct.  The entire amount of Rs.50 lakhs should be recognised as sales.  

 

20) Answer 

Cost of Inventories: As per Nepal Accounting Standard 10 on  Inventories, cost of inventories 

comprises all costs of purchase, costs of conversion and other costs incurred in bringing the inventories 

to their present location and condition.  However, it makes clear that interest and other borrowing costs 

are usually not included in the cost of inventories because generally such costs are not related in bringing 

the inventories to their present location and condition.   

Therefore, the intention of Nepca Ltd. to include interest on bank overdraft as an element of cost is not 

acceptable because it does not form part of cost of production.  

 

21) Answer 

According to NAS 07 on Revenue recognition, revenue from sale of goods should be recognised when the seller 

has transferred to the buyer, the property in the goods for a price or when the seller has transferred all significant 

risk and rewards and the seller repairs no effective control over goods and no significant uncertainty exists 

regarding the amount of consideration and its collectibility.  

In the given case the goods as well as the risk and ownership has been transferred by Tyre Ltd., to Indian 

Automobile Ltd., on the basis of invoice and delivery of material. In the instant case, therefore, Gear 
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Ltd., should recognise sale at full 100% of the invoice value in spite of  the fact that 10% payment will 

be released after one year.  However,depending upon the past experience regarding collectibility of 10% 

amount, they can make a provision for the amount that is not likely to be realised. Hence, the treatment 

given by the company is not correct and if they do not correct it, the auditor should qualify his report.  

 

22) Answer 

As per NSA 230 on “Audit Documentations” the working papers are the property of the  auditor and the 

auditor has right to retain them. He may at his discretion can make available working papers to his client. 

The auditor should retain them long enough to meet the needs of his practice and legal or professional 

requirement. Working papers are the important records of the auditor. They serve as evidence of the 

auditor‟s exercise of due care and conclusion reached regarding significant matters. The client does not 

have a right to access the working papers and it is up to the discretion of the auditor to make them 

available or not to others including the client.  

Hence in the instant case, management of M/s Left & Right can‟t insist upon the auditor  to handover the 

working papers of the previous year.  

 

 

 

 

 

 

23) Answer 

The scope of audit may be limited for varied reasons, (i) the entity may impose restriction on scope of 

audit, (ii) the limitation may be imposed by circumstances.  When the audit is carried out under and as 

per statute, the auditor should not accept the assignment when his duties are curtailed by agreement, 

unless required by any Law.  When audit is carried out in accordance with the entity‟s terms voluntarily, 

the auditor may indicate his scope in his audit report.   

Sometimes, the circumstances may impose restrictions on audit scope. For example, if the auditor is 

appointed after the year end, he may not be able to participate in inventory checking. Or sometimes, the 

records required may not be available so that the auditor may not be able to check details in the manner 

he liked. Such limitations in scope may warrant an auditor to express disclaimer of opinion or qualified 

opinion in his audit report depending upon the circumstances.   

The non co-operation of ABC Limited will amount to limitation on scope of auditors.  
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24) Answer 

Financial 

a) Net liability or net current liability position 

b) Fixed term borrowings approaching maturity without realist prospects of renewal or repayment, or excessive 

reliable on short term borrowings to finance long term assets. 

c) Indications of withdrawal of financial support by debtors and other creditors 

d) Negative operation cash flows indicated by historical or prospective financial statements. 

e) Adverse key financial ratios 

f) Substantial operating losses or significant deterioration in the value of assets used to generate cash flows. 

g) Arrears or discontinuance of dividends 

h) Inability to  pay creditors on due dates 

i) Inability to comply with the terms of loan agreements 

j) Change from credit to cash-on-delivery transaction with suppliers 

k) Inability to obtain financing for essential new product development or other essential investments. 

Operating 

a) Loss of key management with replacement 

b) Los of major market, franchise, license or principal supplier 

c) Labor difficulties or shortage of important supplies 

Other 

a) Non compliance with capital and other statutory requirements 

b) Pending legal or regularity proceedings against the entity that may, if successful, result in claims that are 

unlikely to be satisfied 

c) Changes in legislation or governmental policy expected to adversely affect the entity 

 

25) Answer 

Reliance on the Work of Internal Auditor: The external auditor should as a part of his audit, carryout general 

evaluation of the internal audit function to determine the extent to which he can place reliance upon the work of 

the internal auditor. As per NSA 610 “Using the Work of Internal Auditors ", factors that may affect the external 

auditor‟s determination of whether the work of the internal auditors is likely to be adequate for the purposes of the 

audit include:  

Objectivity  

 The status of the internal audit function within the entity and the effect such status has on the ability of the 

internal auditors to be objective.  

 Whether the internal audit function reports to  those charged with governance or an officer with appropriate 

authority, and whether the internal auditors have direct access to those charged with governance. 

 Whether the internal auditors are free of any conflicting responsibilities. 
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 Whether those charged with governance oversee employment decisions related to the internal audit function.  

 Whether there are any constraints or restrictions placed on the internal audit function by management or those 

charged with governance.  

 Whether, and to what extent, management acts on the recommendations of the internal audit function, and 

how such action is evidenced.  

Technical competence 

 Whether the internal auditors are members of relevant professional bodies.  

 Whether the internal auditors have adequate technical training and  proficiency as internal auditors.  

 Whether there are established policies for hiring and training internal auditors.   

Due professional care  

 Whether activities of the internal audit function are properly planned, supervised, reviewed and documented.  

 The existence and adequacy of audit manuals or other similar documents, work programs and internal audit 

documentation. 

Communication: Communication between the external auditor and the internal auditors may be most 

effective when the internal auditors are free to communicate openly with the external auditors, and:  

Meetings are held at appropriate intervals throughout the period;  

 The external auditor is advised of and has access to relevant internal audit reports and is informed of any 

significant matters that come to the attention of the internal auditors when such matters may affect the work 

of the external auditor; and 

 The external auditor informs the internal auditors of any significant matters that may affect the internal audit 

function 

The degree of reliance that a statutory auditor can place on the work done by the internal auditor is also a 

matter of individual judgement in a given set of circumstances. The ultimate responsibility for reporting 

on the financial statements is that of the statutory auditor. It must be clearly understood that the statutory 

auditor‟s responsibility is absolute and any reliance he places upon the internal audit system is part of his 

audit approach or technique and does not reduce his sole responsibility.  

 

26) Answer 

Following instructions are given by the auditor to the client before the start of audit:  

(i) The accounts should be total up and trial balance and final accounts to be kept ready.   

(ii) Vouchers should be serially arranged.  

(iii) Schedule of debtors and creditors should be prepared.  

(iv) Schedule of outstanding expenses, prepaid expenses and accrued income to be kept ready.  

(v) A list of bad and doubtful debts should be prepared.   

(vi) Schedule of investments should be prepared. 

(vii) Certified list of goods returned to be prepared.  

(viii) Statement of permanent capital expenditure to be prepared.  
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(ix) Schedule of deferred revenue expenditures to be prepared.  

(x) Names and addresses of managers and other officers should be kept ready.  

 

 

27) How will you vouch the following? 

a) Answer 

(i) Examine the Board‟s Minute Book approving the purchase on hire-purchase terms.  

(ii) Examine  the hire-purchase agreement carefully and note  the description of the machinery, cost of the 

machinery, hire purchase charges, terms of payment and rate of purchase.  

(iii) Assets acquired under Hire Purchase System should be recorded at the full cash value with corresponding 

liability of  the same amount. In case cash value is not readily available, it should be calculated presuming 

an appropriate rate of interest.    

(iv) Hire purchased assets are shown in the balance sheet with an appropriate narration to indicate that the 

enterprise does not have full ownership thereof. The interest payable along with each installments, whether 

separately or included therein should be debited to the interest account and not to the asset account.  

 

 

b) Answer 

Payments on account of salaries and wages need to be vouched carefully, since amounts which were 

either not due or in excess of those due may have been paid by the client. The evidence in support of 

such payments generally is internal. It can, therefore, be relied upon only if it has been produced in the 

normal course of business and there exists an efficient  

system of internal control which could be expected to prevent it from being fabricated.  

Therefore, before proceeding to verify payment made on account of salaries and wages, the auditor 

should examine the internal control procedure as regards the following:  

a) Appointment, promotion, transfer and discharge of employees.  

b) Recording attendance of workers engaged on the time basis, as well as particulars of jobs performed by piece 

workers.  

c) Arrangement for the preparation of wages and salaries bills and their analysis.  

d) Sanctioning the disbursement of wages and salaries.  

e) Arrangement for disbursement of wages and  salaries  for workers and employees not  present on the pay day.  

f) Custody of the wages records.  

 

 

c) Answer 

The advertisement expenses will be vouched in the following manner :  

a) Ascertain the nature of advertisement expenses to ensure  that the same have been charged properly.  
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b) Obtain the complete list of advertisement, media wise, i.e., newspapers, slides, hoardings, magazines, 

television, radio, etc. showing the dates, exact location, timings, etc., along with the amounts paid in respect 

of each category.  

c) See that advertisement expenses relate to the client‟s business.  

d) Ascertain whether there is a regular contract with an advertising agency. See that regular statements are 

obtained from the agency showing the advertising media and amounts debited to the client. Discounts, if any, 

should be properly adjusted and disclosed in the bills.  

e) Check the receipts for amounts paid for the advertising expenses incurred.  

f) See that outstanding advertising expenses have been properly disclosed on the liabilities side of the balance 

sheet.  

 

d) Answer 

In this case also, as in the case of sale of investments, the authority for sale is most important. It is, 

therefore, a matter which should receive the attention of the auditor. Another important aspect which 

requires consideration is the basis of sale, whether by auction or by negotiation, for determining that the 

asset was sold at the maximum price that could be contained for it and that the sale proceeds of the asset 

have been fully accounted for. It should further be confirmed that sale proceeds have been credited to an 

appropriate head of account and the amount of profit arising out of it has been segregated between 

revenue profits and capital profits, if any, accordingly appropriate accounts are credited, where there is a 

loss, the same should be written off.  

 

e) Insurance 

Insurance claims may be in respect of fixed assets or current assets. While  vouching the receipts of 

insurance claims, the auditor should examine a copy of the insurance claim lodged with the insurance 

company. Correspondence with the insurance company and the insurance agent should also be seen. 

Counterfoils of the receipts issued to  the insurance company  should also be seen. The auditor should 

also determine the adjustment of the amount  received in excess or short of the value of the actual loss as 

per the insurance policy. The copy of certificate/report containing full particulars of the amount of loss 

should also be verified. The  accounting treatment of the amount received should be seen particularly to 

ensure that revenue is credited with the appropriate amount and that in respect of claim against an asset, 

the profit and loss account is debited with the shortfall of the claim admitted against the book value.  If 

the claim was lodged in the previous year but no entries were passed, entries in the profit and loss 

account should be appropriately described. 
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28) Write short note on following: 

a) Answer 

An independent audit whether performed in terms of relevant statutory legislation or in terms of the engagement, 

the auditor has to be reasonably satisfied as to whether the information contained in the underlying accounting 

records and other source data is reliable for the preparation of financial statements.  Since the entire process of 

auditing is based on the assessment of judgments made by the management of the entity as well as evaluation of 

internal controls, the audit suffers certain inherent risks.  Factors which may cause such risk in conducting an audit 

are discussed below:  

(i)   Exercising judgment on the part of the auditor:  The auditor‟s work involves exercise of judgment, for 

example, in deciding the extent of audit procedures and in assessing the reasonableness of the judgments and 

estimates made by management in preparing the financial statements.  

(ii)  Nature of audit evidence:   The auditor normally relies upon persuasive evidence rather than conclusive 

evidence.  Even in circumstances where conclusive evidence is available, the cost of obtaining such evidence 

may far exceed the benefits.  

(iii) Inherent limitations of internal control:  Internal control can provide only reasonable, but not absolute, 

assurance on account of several inherent limitations such as potential for human error, possibility of 

circumstances of control through collusion, etc.  

 On account of above, it is quite nature that an audit suffers from control risk on account of inherent limitations 

of internal control risk and detection risk on account of test nature of audit and judgment and estimates 

involved in formulating accounting policies.  

 

b) Answer 

 Audit note book contains large variety of matters observed during the course of audit. Significant matters 

observed during audit which should be recorded in audit note book are normally the following: 

(i)    Audit queries not cleared immediately.  

(ii)    Mistakes or irregularities observed during the course of audit.  

(iii)   Unsatisfactory book-keeping arrangements, costing method.  

(iv)   Important information about the company which is not apparent from the accounts.  

(v)    Special points requiring consideration at the time of verification of annual accounts.  

(vi)   Important matters for future reference 

 

c) Answer 

 

While adopting test check technique, an auditor should take following precautions:-  

i. The transactions of the concern should be classified under appropriate heads and may be stratified in case of 

wide variations between the transactions of the same kind.  

ii. Authorizations, documentations, recording of the transactions should be studied right from the beginning to 

end.  
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iii. Evaluating the system of internal control for its efficiency, soundness and capability to produce reliable 

accounting and financial data.  

iv. Preparation of test check plan with clear audit objective understood by the audit staff.  

v. Un-biased selection of the transactions with reference to the random number tables  or other statistical 

methods.  

vi. Identification of the areas where test check may not be done.  

vii. Based on degree of reliance and the confidence level required in the audit, the number of transactions to be 

selected for each test plan should be pre-determined.  

viii. Setting up criteria  to judge what constitute material or immaterial errors.  Further investigation of only 

material errors be carried out and all immaterial errors may be avoided.  

 

d) Answer 

The auditor can use the computer to test: (a) the logic and controls existing within the system and (b) the 

records produced by the system. Depending upon the complexity of the application system being audited, 

the approach may be fairly simple or require extensive technical competence on the part of the auditor. 

There are several circumstances where auditing through the computer must be used:  

1. The application system processes large volumes of input and produces large volumes of output that 

make extensive direct examination of the validity of input and output difficult.  

2. Significant parts of the internal control system are embodied in the computer system. For example, in 

an online banking system a computer program may batch transactions for individual tellers to provide 

control totals for reconciliation at the end of the day‟s processing.  

3. The logic of the system is complex and there are large portions that facilitate use of the system or 

efficient processing.  

Because of cost-benefit considerations, there are substantial gaps in the visible audit trail. The primary 

advantage of this approach is that the auditor has increased power to effectively test a computer system. 

The range and capability of tests that can be performed increases and the auditor acquires greater 

confidence that data processing is correct. By examining the system‟s processing the auditor also can 

assess the system‟s ability to cope with environment change.  

The primary disadvantages of the approach are the high costs sometimes involved and the need for 

extensive technical expertise when systems are complex. However, these disadvantages are really 

spurious if auditing through the computer is the only viable method of carrying out the audit 

 

e) Answer 

Peer Review means an examination and review of the system and procedures to determine whether they 

have been put in place by the practice unit for ensuring the quality of attestation service as envisaged and 
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implied/mandated by the Technical Standards and whether these were effective or not during the period 

under review. 

Peer Review is directed towards maintenance as well as enhancement of quality of attestation services 

and to provide guidance to members to improve their performance and adhere to various statutory and 

other regulatory requirements. Essentially, through a review of attestation services engagement records. 

Peer review identifies the areas where a practicing member may require guidance in improving the 

quality of his/her performance and adherence to various requirements as  per applicable Technical 

Standards. 

The main objective of Peer Review is to ensure that in carrying out their attestation services assignments; 

the members of the Institute (a) comply with the Technical Standards made mandatory for application by 

the Institute and (b) have in place proper systems (including documentation systems) for maintaining the 

quality of the attestation services work they perform. The Council has specified in this statement on Peer 

Review does not seek to redefine the scope and authority of the Technical Standards promulgated by the 

respective Standards Boards but seeks to ensure their implementation both in letter and spirit. 

 

f) Answer 

Propriety audit stands for verification of transaction on the test of public interest, commonly accepted customs and 

standards of conduct. The propriety audit is concerned with scrutiny of executive actions and decisions bearing on 

financial and profit and loss situation of the company with special regard to public interest and commonly 

accepted customs, and standards of conduct. It is also seen whether every officer has exercised the same vigilance 

in respect of expenditure of his own money under similar circumstances. Propriety requires the transaction, and 

more particularly expenditure, to confirm to certain general principles. These principles are: 

1. That the expenditure is not prima facie more than the occasion demands and that every official exercise the 

same degree of vigilance in respect of expenditure as a person of ordinary prudence would exercise in respect 

of his own money. 

2. That the authority exercise its power of sanctioning expenditure to pass an order which will not directly 

indirectly accrue to its own advantage; 

3. That funds are not utilized for the benefit of a particular person or group of persons and 

4. That, apart from the agreed remuneration or reward, no other avenue is kept open to indirectly benefit the 

management personnel, employees and others. 

 

g) Answer 

The concept of independence is equally relevant for internal auditor also.  Internal auditing is an 

independent, objective assurance and consulting activity designed to add value and improve an 

organisation‟s operations.  Internal auditor is part of the management  but he evaluates the functioning of 
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the management at different levels.    

Therefore, to be efficient and   effective, the internal auditor must have adequate independence.  It may 

be noted that by its very nature, the internal audit function cannot be expected to have the same degree of 

independence as is essential when the external auditor expresses his opinion on the financial information.  

To ensure his independence he is made  

responsible directly to the Board of Directors through audit committee.  Such a channel of 

communication provides an independent mode whereby an internal auditor can communicate and share 

his views on the scope of internal audit, findings, etc.  If internal auditor is made subordinate to lower 

level, his independence will be effected which will affect his functioning  and effectiveness.  An outsider, 

like a firm of chartered accountants, if acting as  internal auditor, is likely to be more independent than an 

employee of the organization.  
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Question and Answer 

 

Contract Act, 2056 
 

1.  A lost his bag with important document in public place. When it came to his knowledge, A by 

publishing an advertisement in Kantipur National Daily advances a proposal in public to the effect 

that he will pay Rs. 50,000 to any person who finds out the bag within seven days. Mr. X, Y, Z 

while walking together found the beg and delivered it to A and having knowledge of the 

advertisement they all claimed with A for prize. Advice Mr. A how to settle the matter referring the 

provision of Contract Act, 2056.  

 

Answer: 

 

Section 10 of the Contract Act, 2056 deals with the issue mentioned in the question.  

 

Section 10 of the Contract Act 

Contract according to proposal presented before the public: (1) In case any person, by means of an 

advertisement, advances a proposal in public to the effect that he/she will pay a specific prize or any 

person for performing any work specified in the advertisement, and in case any person performs the work 

as mentioned in the advertisement, the advertiser shall pay the specific remuneration to that person. 

(2) In case the work mentioned in Sub-section (2) is performed by one or more persons, only the person 

who has performed the work first shall be paid prize. 

Provided that, in case two or more persons have performed the work mentioned in the proposal at the 

same time, all of them may share the prize among themselves. In case the prize can not be shared, the 

proceeds of the sale of the same shall be equally distributed among them. 

(3) In case a specific period has been prescribed for performing the work as per the advertisement 

published under Sub-section (1), the proposal, mentioned in the advertisement shall be deemed to have 

been cancelled immediately after the expiry of that period. 
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