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medium, answers in Hindi, his answers in Hindi will not be valued.

Answer all questions.

Marks

1. Comment on the following:

(a) T Ltd. an Indian company, subject to Indian Income tax Act, 1961, discloses

advance Income-tax paid (Current tax asset) and provision for Income-tax

(Current tax liability), separately in Balance Sheet for the year ended 31.3.2010,

i.e., it do not offset the amount.

5

Cb) A Private Limited reports the following position as on 31st March, 2010 : 5

Revaluation reserve

30 lacs

10 lacs

Paid up capital

Capital reserve

P&L Alc [Dr. Balance]

11 lacs

2 lacs

The M;anagement of the Company contends that CARO 2003 is not applicable

to it.

(c) S Ltd. issued Bonds to the tune of Rs. 100 lacs and provided security to the

tune of Rs. 80 lacs for the same. It insists that it will disclose the Bonds as

"Secured" in the Balance Sheet of the Company.

5

Cd) F Limited includes in the Schedule of Inventory, those items of Fixed

assets which have not been in active use and held for disposal', as inventory

item.

5
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LOC.

~ £t. .;Give your comments with reference to the Chartered Accountants Act, and Schedules
thereto: .
(a) Mr. A, a practising Chartered Accountant, took over as the executive chairman

of a Software Company on 1.4.2010. On 10.4.2010 he applied to the Council

for permission.

(b) Mr. X, a practicing Chartered Accountant, issued a circulation certificate for a

periodical on the basis of outward memos, which was later found to be false.

(c) Mr. Z, a practicing Chartered Accountant, received a sum of Rs. 1 lac on

1.9.2009 from a client who intends to leave abroad for a period of a year, with

a request that his advance tax liabilities to be paid over the three instalments.

On 15th September, 2009, 15th December, 2009 and 15.3.2010. After remitting

the 1st instalment of advance tax on 15.9.2009, Z did not keep the Balance

Money in a separate Bank account and he is of the opinion he will remit the

money within reasonable time as per payment schedule of Advance tax.

(d) Mr. X, a Chartered Accountant, employed as a paid Assistant with a Chartered

Accountant, firm. On 31st Decembe1, 2008 he leaves the services of the firm.

Despite many reminders from ICAI he fails to reply regaTding the date of

leaving the services of the firm. '

3. (a) In the course of audit of ABC Ltd. its management refuses to prpvide written

representations. As an auditor what is your duty?

(b) While planning the audit of S Ltd. you want to apply sampling techniques.,.

What are the risk factors you should keep in mind?

(c) What are the auditors responsibilities in respect of corresponding figures?

(d) IT'systems also pose specific risks to an entity's internal control? What are
those risks?

4. (a) While auditing the Branch of a Bank you are required to examine Inter

Branch adjustments. Which points require your special attention?

(b) How do you examine claims against the Bank not acknowledged as debts?

(c) While auditing the claims paid in respect of a General Insurance Company

what aspects need to be looked into?

LOC
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5. (a) What is the purpose served by Introduction of Cost audit?

(b) As auditor of Z Ltd., you would like to limit your examination of account

balance tests. What are the control objectives you would like the accounting

control system to achieve to suit your purpose?

(c) In the audit planning process of X Ltd., you would like to consider audit risk

at the financial statement level. What are the factors can influence your
decision?

(d) Explain the liability of the auditor under section 62 of the Companies

Act, 1956, for making an untrue statement in the report (as an expert forming

a part of the prospectus).

6. Write short notes on the following:

(a) Special points that may be covered in the audit of equipment leasing finance

company.

(b) Mark to Market margins.

(c) Major steps required in preparation of Tax audit under VAT.

(d) Focus of a Peer review.
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Answers to questions are to be given only in English except in the case of candidatt:s who have

opted for Hindi medium. If a candidate has not opted for Hindi medium, his answers in Hindi will
not be valued.

1.

Question No.1 is compulsory. Answer any five from the rest.

Comment on the following:

(a) A Co. Ltd. has not included in the Balance Sheet as on 31-03-2010 a sum of

~ 1.50 crores being amount in the arrears of salaries and wages payable to the

staff for the last 2 years as a result of successful negotiations which were going

on during the last 18 months and concluded on 30-04-2010. The auditor wants

to sign the said Balance Sheet and give the audit report on 31-05-2010. The

auditor came to know the result of the negotiations on 15-05-2010.

(b) B Co. Ltd. is engaged in the business of developing mass scale housing projects

including development of small commercial complexes. The flats/commercial

spaces are booked by the public and are allotted by way of allotments letter to

each allottee. Major construction activities pertaining to buildings are

undertaken after allotment is over. After completing the construction,

possession of flats/commercial spaces is given to Cl;llotteesby executing legal

document. The CEO of the B Co. Ltd. says that AS 7 is not applicable to the

company.

(c) In the notes to accounts ofC Co. Ltd. as on 31~03"2010Note no. 11 states that

'Certain machinery items are lying at customs warehouses and company has

paid ~ 900 lakhs up to 30-06-2009 as detentionccharges, out of which a sum of

~ 580 lakhs is written back during the year 2009-10 based on settlement with

the concerned authorities in respect of a major spares of machinery. For the

remaining machinery items negotiations are pending and a provision of ~ 44

lakhs is made. As such total amount of ~ 364 lakhs paid/provided o~ account of

detention charges have been capitalized and included in the, Fixed

Assets/Capital work in progress. The management is of the view that these

expenses are directly attributable to the acquisition of the related Fixed Asset.'

HOT
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(d) During the course of audit of D Co. Ltd. you as an auditor have observed that

Inter Corporate deposit of ~'50 lakhs has been overdue. The D Co. Ltd. have

disclosed this in the notes to accounts note No. 15 in schedule no. 21 stating

that '~ 50 lakhs is overdue from XYZ Co. Ltd. and the said company is in the

process of liquidation. The management is taking steps to appoint the liquidator.'

.

5

Give your comments with reference to Chartered Accountants Act, 1949 and

schedules thereto:

(a) PQR and Associates, Chartered Accountants have their website and on the

letterhead of the firm it is mentioned that "Visit our website: PQRcom". In

the website the nature of assignments handled, names of prominent clients and

. feeschargedis alsodisplayed.

4

(b) Mr. B is a practising Chartered Accountant holding a valid certificate of

practice. He accepted the appointment as Director of the Green Wodd Co. Ltd.

Mr. C, a partner of Mr. B is statutory auditor ofthe said company.

4

YKS & Co., a proprietary firm of Chartered Accountants was appointed as

concurrent auditor of a bank. YKS used his influence for getting some cheques

purchased and thereafter failed to repay the loan/overdraft.

4

(d) Mr. Mohan is a practising Chartered Accountant. He. issued a certificate of

consumption which did not reflect the correct factual position of the

consumption of raw material by the concerned entity; It is found that the

certificate is given on the basis of data appearing in the minutes of meeting of

the Board of Directors.

4,

(a) XYZ Ltd. appoints you as the Auditor of the company. You obsen:e that

previous auditors A & Co., resigned. Also Balance Sheet as at 31-03-2010

shows an audit fee payable of ~ 25,000. What precautions you will take before

commencing the audit work?

4
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(b)

(c)

). (a)

(b)

(c)

(3)

HOT

While doing audit, Ram, the Auditor requires reports from experts for the

purpose of Audit evidence. What types of reports/opinions he can obtain and to

what extent he can rely upon the same?

Different types of controls which operate over data moving into, through and

out ofthe computer. Auditor is required to review such controls. Comment.

Mr. Ram, a relative of a Director was appointed as an auditor of the company.

Comment.

Mr. X, Director of ABC Ltd. made a purchase contract for f 10,00,000 with the

company. Comment.

PQR Ltd., a listed company and having an average annual turnover of more

than f 5 crares has no Internal Audit System. Give your views.

"Examination of overdue debts, audit classification of society, and reporting the

infringement of provisions of the Act are 'the special features of audit of a

co-operative society." Do you agree?

Mr. R, the Tax Auditor finds that some payments inadrhis!)ibleunder Section

40 A(3) were made, and advised the client to report the same in form 3CD. The

client contends that cash payments were made since the other parties insisted

upon the same and did not have Bank Accounts. Comment.

Your client is contemplating taking over a manufacturing concern and desires

that in the course of due diligence review, you should specifically look for

hidden liabilities and over valued assets, if any. State in brief the major areas

you would examine for the above.

HOT
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(a) While doing the audit, X, the Statutory Auditor of ABC Ltd. observes that

certain loans and advances were made without proper securities, certain debtor~

and creditors were adjusted interse, and personal expenses were charged to .
..

revenue. Comment.

(b) XYZ, a manufacturing unit does not accept the recommendations for

improvements made by the Operational Auditor. Suggest an alternative way to

tackle the hostile management.

(c) "Corporate accountability and civil and criminal penalties for white collar

crimes." Comment on the major provisions of Sarbanes Oxley Act.

~

Write short notes on any of the four:

(a) Circuit filters. 4

(b) Reversal of Income under Bank Audit. 4

(c) Guidance note on Audit of Miscellaneous Expenditure (rt'ivised). 4
"

(d) Verification of Outstanding Premium and Agents' Balances, 4

(e) Reconciliation of Cost and Financial Accounts, 4

HOT
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l. (a) In the course of the audit of R Ltd., the audit manager of ABC & Co. observed

that R Ltd. has outsourced certain activities to an outsourcing agency. As the,

4

engagement partner guide the audit manager in the assessment of services

provided by the outsourcing agency in relation to the audit.

(b) In the course of audit ofT Ltd., the audit team is not sure of the possible source

of misstatements in the financial statements. As the audit manager identify the

4

sources of misstatements.

(c) While auditing Z Ltd., you observe certain material financial statement

assertions have been based on estimates made by the management. As the

6

auditor how do you minimize the risk of material misstatements?

(d) The management of S Ltd. request you not to seek confirmation from its

debtors. As the auditor of S Ltd., what can be an appropriate response?

6
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Give your comments with reference to the Chartered Accountants Act, 1949 and

Schedules thereto:

(a) CA Smart, a practicing Chartered Accountant was on Europe tour between

15-9-10 and 25-9-10. On 18-9-10 a message was received from one of his

clients requesting for a stock certificate to be produced to the bank on or before

20-9-10. Due to urgency, CA Smart directed his assistant, who is also a

4 ~

Chartered Accountant, to sign and issue the stock certificate after due,

verification, on his behalf.

(b) Mr. Kishore, a practicing Chartered Accountant was appointed by the Central

Government to carry out a special audit U/S233A of the Companies Act. 1956,

He accepted the appointment and proceeded with the work without

communicating to the statutory auditor of the company.

4

(c) Mr. Sodhi, a Chartered Accountant in practice, who is proposed to be removed

as the auditor of a company makes unsubstantiated and derogatory remarks

4

against the management of the company in his representation ills 225 of the,

Companies Act, 1956.

(d) A letter is sent by a Chartered Accountant in practice to the Ministry of Finance

inquiring whether a panel of auditors is being maintained by the Ministry and if

so to include his name in the panel (CY enclosed).

4

(a) A & Co. was appointed as auditor of Great Airways Ltd. As the audit partner

Whatfactors shall be considered in the development of overall audit plan?

8

(b) Y Ltd. engaged an actuary to ascertain its employee cost, gratuity and leave

encashment liabilities. As the auditor of Y Ltd., you would like to use the

report of the actuary as an audit evidence. How do you evaluate the work of the

actuary?

8

SAP



4.

5.

(3)

SAP

(a) In the course of audit of T Ltd. you observed that export incentives are not

accounted on accrual basis. The company's management contended that these

would be accounted on cash basis citing the uncertainty about its receipts as

they are not admitted as due by the customs authorities. Comment.

(b) Z Ltd. has flexi deposit linked current account with various banks. Cheques are

issued from the current account and as per the requirements of funds, the flexi

deposits are encashed and transferred to current accounts. As of 3151March,
t

2011 certain cheques issued to vendors are not presented for payment resulting

. in the credi~balance in the books of the company. The management wants to

present the book overdraft under current liabilities and flexi deposits under cash.

& bank balances. Comment.

(c) Z Ltd. has its entire operations including accounting computerized. As the audit

partner you are concerned about inherent and control risk for material financial

statement assertions. What could be the a"~as you look forward for deficiencies

and risk identification?

(a) OK Ltd. had taken a term loan from a nationalized bank in 2006 for ~ 200 lakhs

repayable in five equal instalments of ~ 40 lakhs from 3151March, 2007

onwards. It had repaid the loans due in 2007 & 2008, but defaulted in 2009,

2010 & 2011. As the auditor of OK Ltd. what is your responsibility? assuming

that company has sought reschedulement of loan.

(b) Big and Small Ltd. received a show cause notice from central eXCIse

department intending to levy a demand of ~ 25 lakhs in December 2010. The

company replied to the above notice in January 2011 contending that it is not

liable for the levy. No further action was initiated by the central excise

department upto the finalization of the audit for the year ended on 3151March,

2011. As the auditor of the company, what is your role in this?

SAP
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(c) Director of T Ltd. draws an advance of US $ 200 per day in connection with

the foreign trip undertaken on behalf of the company. On his return he files a

declaration stating that entire advance was expended without any supporting or

evidence. T Ltd. books the entire expenses on the basis of such declaration. As

the auditor of T Ltd. how do you deal with this?

(a) "An asset, including a leased asset, becomes non-performing when it ceases to

generate income for the Bank." Define the criteria for classification of

non-performing assets.

(b) State the disclosure requirements in respect of contingent liabilities in the notes

to the Balance Sheet of a General Insurance Company.

(c) State the requirements regarding the maintenance of books of accounts with

respect to a multi-state co-operative society.

Attempt any four of the following:

(a) While conducting the tax audit of A & Co. you observed that it made an,

escalation claim tQ one of its customers but which was not accounted as

income. What is your reporting responsibility?

(b) Volatility margin.

(c) General principles of proprietary audit.

(d) General objectives of an operational audit.

(e) Frauds committed through supplier's ledger.

SAP
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Answers to questions are to be given only in English except in the case of candidates who

have opted for Hindi Medium. If a candidate has not opted for Hindi Medium, his answers in

Hindi will not be valued.

Question No.1 is compulsory.

Answer any five from the rest.

1. (a) A Ltd is a manufacturer of readymade garments. It sells its products to

franchisees located across the country. Readymade garment industry is subject

Marks

5

to change in trends of fashion and as such, some of the goods are returned and

A Ltd accepts them back as sales returns. On the basis of past trends such

returns are estimated to be at 20% of the sales of any year. For the financial

year 2011-12, A Ltd had accounted for the actual sales return made upto 31st

March 2012 but has not reversed the possible expected retUrnthat are likely to

happen after 31st March 2012, in respect of the sale made for the FY 11-12. Mr.

X the auditor of A Ltd wants this to be considered in the a~counts for the year

ended on 31st March 2012 but the company is of the opinion;:thatalthough there

is a probability of some goods being returned :by the franchisees, there is no
,

significant uncertainty regarding the amount of consideration that will be

derived from the sale of goods, since the goods are not in the possession of the

company and risk and rewards of ownership still lie with the franchisees and

the company cannot record sales returns in its books of account in respect of

goods that are likely to be received after the date of balance sheet. Comment.

HBO
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(b) R & Co. is the statutory auditor of S Ltd. For the financial year ended on 31st

March 2012, S Ltd had disclosed in the notes (Note No. X) "The state pollution

control board had ordered the closure of the company's only manufacturing

plant on the ground that it is environmentally damaging, which the company

had challenged in a law suit. Pending the outcome of the law suit the financial

statements are prepared on a going concern basis". Further the financial

statements prepared by the management of S Ltd include financial statements

of certain branches which are audited by other auditors. What are the reporting

responsibilities of R & Co ?

In the course of the statutory audit of Z Ltd, its statutory auditors, having

detennined that the work of internal auditor is likely to be adequate for the

purpose of statutory audit, wanted to use the work of internal auditor in respect

of physical verification of fixed assets. How an evaluation of this specific work

done by the internal auditor can be done?

5

10

(c)

Give your comments with reference to the Chartered Accountants Act, 1'949

and Schedules thereto.

(a) Z, a practicing Chartered Accountant issued a certificate of circulation of a

periodical without going into the most elementary details of how the

circulation of a periodical was being maintained i.e. by not looking into the

financial records, bank statements or bank pass books, by' not examining

evidence of actual payment of printers bills and by not caritig to .ascertain how

many copies were sold and paid for.

4

(b) X, a practicing Chartered Accountant in an application for pennission to study

submitted by his Articled Assistant to the council h~d confinned that the

nonnal working hours of his office were from 11 A.M. to 6 P.M. and the hours

during which the Articled Assistant was required to attend classes were 7.00

A.M. to 9.30 A.M. According to the infonnation from College, the Articled

Assistant attended the College from 10 AM. to 1.55 P.M. on all week days.

About the Articled Assistant attending the classes even during office hours, X

pleaded ignorance.

4
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(c) K, a practicing Chartered Accountant gave 50% of the audit fees received by

him to L, who was not a Chartered Accountant, under the nomenclature of

office allowance and such an arrangement continued for a number of years.

(d) M, a practicing Chartered Accountant sent a letter to another firm of Chartered

Accountants, claiming himself to be a pioneer in liasoni~g with Central

Government Ministries and its allied Departments for getting various

Government clearances for which he had claimed to have expertise and had

given a list of his existing clients and details of his staff etc.

3. (a) As the concurrent auditor of Z Bank Ltd you are requested by its management

to draft an internal control policy in respect of loans and advances. What

factors do you consider as important while drafting such a policy?

(b) . T Ltd's previousyear endedon 31stMarch2012.During that period it made a

claim for refund of customs duty which was admitted as due by the customs

authorities during April 2012. T Ltd neither credited the claim in the profit and

loss account nor reported the same in clause 13(b) of Form 3CD for the reason

that this has been admitted as due by the authorities only in the next fmancial

year. Further T Ltd had changed the method of determination of cost formula
1

for the purpose of stock valuation from FIFO basis to Weighted Average Cost

basis, but that was also not reflected in clause 11(b) of Foqn 3CD which

requires reporting on change in accounting method employed. Comment,

k (a) In tile course of audit of Q Ltd, its statutory auditor wants to be sure of the

adequacy of related party disclosures? Kindly guide the auditor in identifying

the possible source of related party information.

(b) Z Ltd is intending to acquire A Ltd. It hires B & Co., a firm of Chartered

Accountants to conduct a due diligence. B & Co., wants to reduce the risk of

over valuation of assets in its due diligence exercise. Kindly guide B & Co.

HBO'
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(a) A, a practicing Chartered Accountant is appointed to conduct the peer review

of another practicing unit. What areas A should review in the assessment of

independence of the practicing unit ?

4

(b) State the key differences between financial and operational audit. 4

(c) "Non-compliance of Section 58 AA inserted by the Companies (Amendment)

Act, 2000 would occur where the company fails to intimate the Company Law

Board, any default in repayment of deposits made by small depositors or part

thereof or any interest there on."

8

Discuss this statement and state reporting requirements under the Companies

(Auditor's Report) Order, 2003 for non-compliance of Section 58 AA of the

Companies Act, 1956.

(a) In the audit of K Ltd, its auditor wants to use CAATs for performing various

audit procedures. Guide him as to what procedures can be performed using

CAATs.

6

(b) State the "Mandatory Review" areas of the audit committee. 4

(c) In the course of audit of A Ltd you suspect the management has indulged in

fraudulent financial reporting? State the possible source of such fraudulent

financial reporting.

6

Write short notes on any four ofthe following:

(a) Mark to Market Margin

(b) Cost Statements

(c)

4

4

4

(d)

(e)

Matter to be reported in respect of inventory in the case of a special audit of a

non-corporate borrower of a Bank.

Solvency Margin

Statistical and Non-Statistical Sampling

4

4
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1.
'}

As a statutory auditor of a company, comment on the following:

(a) A fire broke out on 15thMay, 2012, in which material worth ~ 50 lakhs which

was lying in stock since 1st March,2012 was totallydestroyed.The financial

5

statements of the company have not been adopted till the date of fire. The
"

management of the company argues that since the loss occurred in' the year

4012-13, no provision for the loss needs to be made in the financial

statements for 2011-12.

(b) While verifying the employee records in a company, it was found that a major

portion of the labour employed was child labour. On questioning the'

5

management, the auditor was told that it was outside his scope of the financial

audit to look into the compliance with other laws.

NET P.T.O.
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(c) For the year ended 31sl March, 2012, the financialstatementsof A Pvt. Ltd.

were adoptedon 31sl July, 2012. At this meeting, the directorsproposed a

dividend for the year 2011-12 of 25% on the equity.share capital amounting

to ~ 10 lakhs. No entry ,was passed for the proposed dividend in the books of

the company, since in the view of the directors the same was not required as

5

per Revised Schedule VI.

.(d) The ac<;ountingpolicy on Revenue Recognition for a company engaged in

manufacture and sale of chemical products was stated as "Revenue is

5

recognized only when it can be reliably measured and it is reasonable to

expect ultimate collection".

Give your comments with reference to the Companies Act, 1956 and the Chartered

Accountants Act, 1949 and Schedules thereto:

(a) A Chartered Accountant who was in practice since last 20 years died in a road

accident. His widow sold the practice to another Chartered Accountant in

4

practice for ~ 30 lakhs. The price also included the right to use the firm name.

(b) K, Chartered Accountant in practice as a sole proprietor atChennai has an

office in the suburbs of Chennai. Due to increase in the income tax

4

assessment work, he opens another office near ,the income ,'tax office. For

running the new office, he has employed a retired lncome Tax Commissioner.

(c) Mr. A has been appointed statutory auditor of fl private limited company

where his spouses' sisters' husband is having 75% ownership.

4

(d) Mr. E, proprietor of MIs. E & Co. is the statutory auditor of a Company

which owns a store dealing in computer equipments. During the year

4

2011-12, E purchased a computer from the store costing ~ 25,000 for his son.

He did not make any payment for the same, but asked the company to adjust

the same against the audit fees payable of ~ 50,000.

'. . NET
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Comment on the following:

(a) While carrying out the statutory audit of a large entity, what are the

substantive procedures to' be performed to assess the risk of material

misstatement?

(b) MIs. PQR has been appointed the sole statutory auditor of a large company

for 2011-12, where till last year MIs. LMN was also one of the joint auditors

along with MIs. PQR. Mention the steps that should be taken by MIs. PQR

before commencing the audit.

Answer the following:

(a) What are the considerations which an auditor should consider while

evaluating the reliability of the accounting and internal control systems in a

CIS environment?

(b) Under the applicable Standards on Auditing, in what circumstances .does the

report of the statutory auditor require modifications? What are the types of

modifications possible to the said report ?

Answer the following:

(a) Under CARO, 2003, how, as a statutory auditor would you comment on the

following:

(i) X Pvt. Ltd. is a subsidiary of a listed entity incorporated outside India.

The management of the company believes that since X Pvt. Ltd. is a
" "

Private Company and satisfies all conditions under the Companies

(ii)

(Auditor's Report) Order, 2003, reporting under CARO is not

applicable.

A term loan was obtained from a bank for ~ 50 lakhs for the purpose of

purchase of assets for Research & Development (R & D). Out of these

funds, a vehicle was purchased for the use of the concerned director

who was in charge of the R & D activities.

(b) As an auditor how will you verify the existence of Related Parties?
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Answer the following:

(a) You have been appointed to investigate a suspected embezzlement of cash

receipts in a departmental store. What are the steps you would take in this

regard?

6

(b) As an auditor of a partnership firm under section 44AB of the Income Tax

Act, 1961, how would you report on the following:

(i) Capital expenditure incurred for scientific research assets

(ii) Expenditure incurred at clubs

4

(c) As an auditor of a Non Banking Financial Company registered with the

Reserve Bank of India (RBI), what are the prudential norms of RBI, whose

compliance is to be verified?

6

Write short notes on any four ofthe following: 4x4=16

(a) Responsibility of holding company for preparation of Consolidated Financial

Statements.

(b) Areas of proprietary audit under section 227(IA) of the Companies Act,

1956.

(c) Circuit filters/Circuit breakers.

(d) Environmental Audit.

(e) Supplementary audit under section 619(3) of the Companies Act, 1956.
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