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CA FINAL – AUDIT 
Time Allowed: 3 Hours 
Max. Marks: 100
Q.1. and Q.2. are compulsory.  Do any 4 from the rest

Q.1.
As an auditor, how would you deal with the following – 

A. During the course of audit of A Ltd., a listed company, dealing in chemicals, you noticed that their licence to operate in chemical has expired. During discussion with management and experts, it appears that due to change in Government Policy, there are no further prospects of renewal of license. Still the company adopted going concern assumption while preparing them financial statements.
[5 marks]


B. X Ltd. had a major break down in its plant in the month of February, 2007. In the month of March, 2007, it entered into an agreement with an Engineering Firm for the purpose of repairing its plant for a consideration of Rs.180 lakhs. The Engineering Firm started the repairing work in the month of April, 2007, and completed it in the same month. X Ltd. Made the provisions for the said expenditure on repairs in its books of accounts for the financial year 2006 – 07 on the plea that the event of break down leading to repair expenditure had taken place in the financial year 2006 – 07 and repair work was also completed before the financial statements were approved by the Board of Directors of the Company. 
[4 marks]
C. The Management of C Ltd. Created the provision for bad debts at the rate of five percent. However, as per industrial trend and experts advice it should be 15%. It is evident from past year’s financial statement also. However, management refuse to increase the provision.
[4 marks]
D. During the course of audit of XYZ Ltd., the auditor wants to seek certain external confirmations, whereas, the management requests the auditor not to do so.
[5 marks]
Q.2.
As per provisions of the Chartered Accountants Act, 1949, discuss the following : 

A. Mr. A, a chartered accountant in practice, accepted statutory audit of P Ltd. For year 2006 – 07 without communicating with Mr. B, its tax auditor for year 2005 – 06. Is 
Mr. A guilty. 
[5 marks]
B. Mr. X, a chartered accountant in practice had accepted the appointment as managing director of S Ltd. However, while applying for renewal of his Certificate of Practice to the ICAI, he indicated that he was not engaged in any other business/occupation.
[5 marks]
C. M, a chartered accountant in practice, provided an unqualified audit report for C Ltd., without checking conducting any examination of financial records and other documents.
[4 marks]
D. Mr. L, a chartered accountant in service agreed to entrust the legal matters of employer to Mr. M, a lawyer on condition that 1% of fee the lawyer gets, would be paid to him. However, later on Mr. L refuses to take any amount from Mr. M.
[4 marks]
Q.3.
(a)
Explain the duties of auditor with respect to attendance at physical inventory counting.
[8 marks]

(b)
Auditor report can be either unqualified or modified. Comment.
[8 marks]
Q.4.
(a)
Explain the concept of CAAT ?  State whether it is fruitful in fraud detection.
[6+4 marks]

(b)  Audit and investigation are two different concepts.Elaborate the statement.
[6 marks]
Q.5.
What do you mean by PEER REVIEW? Explain its stages.
[16 marks]
Q.6.
(a)
CARO is applicable for all companies. Comment.
[4 marks]



(b)
You have been appointed to conduct Energy Audit for A Ltd. Briefly state its methodology.
[6 marks]

(c)
Listed entities are required to have independent directors in their Board. State the concept of independent director.
[6 marks]
Q.7.
(a)
With respect to the Stock Exchange, explain the following terms :

(i) Circuit breakers
[4 marks]


(ii) Clearing and Settlement mechanism
[4 marks]
(b)
You have been appointed as auditor of general insurance company. Explain how would you verify reinsurance.
[8 marks]
Q.8.
Short Note on (any four)
[16 marks]
(1) Propriety Audit

(2) Exemption from cost audit

(3) Audit program of audit under VAT

(4) Negative Assurance

(5) Audit Risk.

