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MODEL SOLUTIONS - DISCLAIMER

INTRODUCTION

The Model Solutions are provided to students for clear understanding of relevant subject and it
helps them to prepare for their examinations in organized way.

These Model Solutions are prepared only for the guidance of students that how they should
attempt the questions. The solutions are not meant for assessment criteria in the same pattern
mentioned in the Model Solution. The purpose of Model Solution is only to guide the students in
their future studies for appearing in examination.

The students should use these Model Solutions as a study aid. These have been prepared by the
professionals on the basis of the International Standards and laws applicable at the relevant time.
These solutions will not be updated with changes in laws or Standards, subsequently. The laws,
standards and syllabus of the relevant time would be applicable. PIPFA is not supposed to
respond to individual queries from students or any other person regarding the Model Solutions.

DISCLAIMER

The Model Solutions have been developed by the professionals, based on standards, laws, rules,
regulations, theories and practices as applicable on the date of that particular examination. No
subsequent change will be applicable on the past papers solutions.

Further, PIPFA is not liable in any way for an answer being solved in some other way or
otherwise of the Model Solution nor would it carry out any correspondence in this regard.

PIPFA does not take responsibility for any deviation of views, opinion or solution suggested by
any other person or faculty or stake holders. PIPFA assumes no responsibility for the errors or
omissions in the suggested answers. Errors or omissions, if noticed, should be brought to the
notice of the Executive Director for information.

If you are not the intended recipient, you are hereby notified that any dissemination, copying,
distributing, commenting or printing of these solutions is strictly prohibited.
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Audit evidence — Information used by the auditor in arriving at the conclusions on which the
auditor’s opinion is based.

Audit evidence includes both information contained in the accounting records underlying the
financial statements and other information. For purposes of the ISAs:

(i) Sufficiency of audit evidence is the measure of the quantity of audit evidence. The quantity
of the audit evidence needed is affected by the auditor’s assessment of the risks of material
misstatement and also by the quality of such audit evidence.

(i) Appropriateness of audit evidence is the measure of the quality of audit evidence; that is, its
relevance and its reliability in providing support for the conclusions on which the auditor’s
opinion is based.

Misstatement - A difference between the amount, classification, presentation, or disclosure of a
reported financial statement item and the amount, classification, presentation, or disclosure that is
required for the item to be in accordance with the applicable financial reporting framework.
Misstatements can arise from error or fraud. Where the auditor expresses an opinion on whether the
financial statements are presented fairly, in all material respects, or give a true and fair view,
misstatements also include those adjustments of amounts, classifications, presentation, or disclosures
that, in the auditor’s judgment, are necessary for the financial statements to be presented fairly, in all
material respects, or to give a true and fair view.

Financial statements - A structured representation of historical financial information, including
disclosures, intended to communicate an entity’s economic resources or obligations at a point in
time, or the changes therein for a period of time, in accordance with a financial reporting framework.

The term  “financial statements” ordinarily refers to a complete set of financial statements as
determined by the requirements of the applicable financial reporting framework, but can also refer to
a single financial statement. Disclosures comprise explanatory or descriptive information, set out as
required, expressly permitted or otherwise allowed by the applicable financial reporting framework,
on the face of a financial statement, or in the notes, or incorporated therein by cross-reference.

Those charged with governance - The person(s) or organization(s) (for example, a corporate trustee)
with responsibility for overseeing the strategic direction of the entity and obligations related to the
accountability of the entity. This includes overseeing the financial reporting process. For some
entities in some jurisdictions, those charged with governance may include management personnel, for
example, executive members of a governance board of a private or public sector entity, or an owner-
manager.

Other Matter Paragraphs in the Auditor’s Report

10. If the auditor considers it necessary to communicate a matter other than those that are presented
or disclosed in the financial statements that, in the auditor’s judgment, is relevant to users’
understanding of the audit, the auditor’s responsibilities or the auditor’s report, the auditor shall
include an Other Matter paragraph in the auditor’s report, provided:

(a) This is not prohibited by law or regulation; and

(b) When ISA 701 applies, the matter has not been determined to be a key audit matter to be
communicated in the auditor’s report. (Ref: Para. A9-A14)

11. When the auditor includes an Other Matter paragraph in the auditor’s report, the auditor shall
include the paragraph within a separate section with the heading “Other Matter” or other appropriate
heading. (Ref: Para. A15-A17)
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e There is the possibility that management or others may not provide, intentionally or
unintentionally, the complete information that is relevant to the preparation of the financial
statements or that has been requested by the auditor.

Accordingly, the auditor cannot be certain of the completeness of information, even though
the auditor has performed audit procedures to obtain assurance that all relevant information
has been obtained.

e Fraud may involve sophisticated and carefully organized schemes designed to conceal it.
Therefore, audit procedures used to gather audit evidence may be ineffective for detecting an
intentional misstatement that involves, for example, collusion to falsify documentation
which may cause the auditor to believe that audit evidence is valid when it is not. The
auditor is neither trained as nor expected to be an expert in the authentication of documents.

e An audit is not an official investigation into alleged wrongdoing. Accordingly, the auditor is
not given specific legal powers, such as the power of search, which may be necessary for
such an investigation.

Total Marks

If the external auditor uses internal auditors to provide direct assistance on the audit, the external
auditor shall include in the audit documentation:

(a) The evaluation of the existence and significance of threats to the objectivity of the internal
auditors, and the level of competence of the internal auditors used to provide direct
assistance;

(b) The basis for the decision regarding the nature and extent of the work performed by the
internal auditors;

(c) Who reviewed the work performed and the date and extent of that review in accordance with
ISA 230;11

(d) The written agreements obtained from an authorized representative of the entity and the
internal auditors under paragraph 33 of this ISA; and

(e) The working papers prepared by the internal auditors who provided direct assistance on the
audit engagement.

Any 4 have two marks each

Q.3. Examples of work of the internal audit function that can be used by the external auditor include the

b

following:

e Testing of the operating effectiveness of controls.

e Substantive procedures involving limited judgment.

e Observations of inventory counts.

e Tracing transactions through the information system relevant to financial reporting.
e Testing of compliance with regulatory requirements.

e In some circumstances, audits or reviews of the financial information of subsidiaries that are
not significant components

e To the group (where this does not conflict with the requirements of ISA 600).20

Total Marks
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In inquiring of management and, where appropriate, those charged with governance, as to whether
any subsequent events have occurred that might affect the financial statements, the auditor may
inquire as to the current status of items that were accounted for on the basis of preliminary or
inconclusive data and may make specific inquiries about the following matters:

e Whether new commitments, borrowings or guarantees have been entered into.
e Whether sales or acquisitions of assets have occurred or are planned.

e Whether there have been increases in capital or issuance of debt instruments, such as the
issue of new shares or debentures, or an agreement to merge or liquidate has been made or is
planned.

o Whether any assets have been appropriated by government or destroyed, for example, by fire
or flood.

e Whether there have been any developments regarding contingencies.
o Whether any unusual accounting adjustments have been made or are contemplated.

e Whether any events have occurred or are likely to occur that will bring into gquestion the
appropriateness of accounting policies used in the financial statements, as would be the case,
for example, if such events call into question the validity of the going concern assumption.

o Whether any events have occurred that are relevant to the measurement of estimates or
provisions made in the financial statements.

o Whether any events have occurred that are relevant to the recoverability of assets.

Total Marks

The entity’s system of internal control, no matter how effective, can provide an entity with only
reasonable assurance about achieving the entity’s financial reporting objectives. The likelihood of
their achievement is affected by the inherent limitations of internal control. These include the
realities that human judgment in decision-making can be faulty and that breakdowns in the entity’s
system of internal control can occur because of human error. For example, there may be an error in
the design of, or in the change to, a control. Equally, the operation of a control may not be effective,
such as where information produced for the purposes of the entity’s system of internal control (for
example, an exception report) is not effectively used because the individual responsible for
reviewing the information does not understand its purpose or fails to take appropriate action.

Additionally, controls can be circumvented by the collusion of two or more people or inappropriate
management override of controls. For example, management may enter into side agreements with
customers that alter the terms and conditions of the entity’s standard sales contracts, which may
result in improper revenue recognition. Also, edit checks in an IT application that are designed to
identify and report transactions that exceed specified credit limits may be overridden or disabled.

Further, in designing and implementing controls, management may make judgments on the nature
and extent of the controls it chooses to implement, and the nature and extent of the risks it chooses to
assume.

Total Marks

The auditor shall design and perform analytical procedures near the end of the audit that assist the
auditor when forming an overall conclusion as to whether the financial statements are consistent with
the auditor’s understanding of the entity.

The conclusions drawn from the results of analytical procedures designed and performed in
accordance with paragraph 6 are intended to corroborate conclusions formed during the audit of
individual components or elements of the financial statements. This assists the auditor to draw
reasonable conclusions on which to base the auditor’s opinion.
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The results of such analytical procedures may identify a previously unrecognized risk of material
misstatement. In such circumstances, ISA 315 (Revised 2019) requires the auditor to revise the
auditor’s assessment of the risks of material misstatement and modify the further planned audit
procedures accordingly.

The analytical procedures performed in accordance with paragraph 6 may be similar to those that
would be used as risk assessment procedures.

If analytical procedures performed in accordance with this ISA identify fluctuations or relationships
that are inconsistent with other relevant information or that differ from expected values by a
significant amount, the auditor shall investigate such differences by:

(a) Inquiring of management and obtaining appropriate audit evidence relevant to management’s
responses; and

(b) Performing other audit procedures as necessary in the circumstances.

Audit evidence relevant to management’s responses may be obtained by evaluating those responses
taking into account the auditor’s understanding of the entity and its environment, and with other
audit evidence obtained during the course of the audit.

The need to perform other audit procedures may arise when, for example, management is unable to
provide an explanation, or the explanation, together with the audit evidence obtained relevant to
management’s response, is not considered adequate.

Total Marks

A chartered accountant might face a situation in which complying with one fundamental principle
conflicts with complying with one or more other fundamental principles. In such a situation, the
accountant might consider consulting, on an anonymous basis if necessary, with:

Others within the firm or employing organization.
Those charged with governance.

A professional body.

A regulatory body.

Legal counsel.

However, such consultation does not relieve the accountant from the responsibility to exercise
professional judgment to resolve the conflict or, if necessary, and unless prohibited by law or
regulation, disassociate from the matter creating the conflict

Following are circumstances where chartered accountants are or might be required to disclose
confidential information or when such disclosure might be appropriate:

(a) Disclosure is required by law, for example:

(i) Production of documents or other provision of evidence in the course of legal proceedings;
or

(i) Disclosure to the appropriate public authorities of infringements of the law that come to
light;
(b) Disclosure is permitted by law and is authorized by the client or the employing organization; and

(c) There is a professional duty or right to disclose, when not prohibited by law:
(i) To comply with the quality review of a professional body;
(i) Torespond to an inquiry or investigation by a professional or regulatory body;
(iii) To protect the professional interests of a chartered accountant in legal proceedings; or
(iv) To comply with technical and professional standards, including ethics requirements.
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Professional judgment involves the application of relevant training, professional knowledge, skill
and experience commensurate with the facts and circumstances, including the nature and scope of
the particular professional activities, and the interests and relationships involved. In relation to
undertaking professional activities, the exercise of professional judgment is required when the
chartered accountant applies the conceptual framework in order to make informed decisions about
the courses of actions available, and to determine whether such decisions are appropriate in the
circumstances.

Whereas Professional competence is the attainment and maintenance of professional knowledge
and skill at the level required to ensure that a client or employing organization receives competent
professional service, based on current technical and professional standards and relevant legislation;

Total Marks
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