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~ Answers to questions are to be given only in English except in the case-of candidates whohave?

1

- Hindi wrll not be valued

Quesnon No. 1 is compulsory

Candrdates are also reqmred to answer any five from the remammg six questlons

opted for Hindi Medlum If a candidate has not opted for Hmd1 medlum, h1$/her answers in

Marks

‘(@) X L1m1ted a newly mcorporated company in Ind1a commenced 1ts busmess

' from April. 1 2012. The Company purchased ﬁxed assets costmg T 4 000 -. o

lakhs on 01—04-2012 and the same was fully ﬁnanced by fore1gn currency :

loan (U S. Dollars) payable in three annual equal mstallments Exchange rates

. were 1 Dollar f 4000 and ¥ 42.50 as on 01- 04-2012 and 31-03 2013
: respectrvely The company worked out, forergn exchange loss as per AS 11 at
% 250 Lakhs and expensed the ent1re amount in the proﬁt and loss account

The Managmg D1rector of the ‘company was worned about thls heavy revenue

loss and asked the accountant not to follow AS11 issued by the ICAI for th1s

particular - transaction. The Accountant of the compa_ny, followed . the

~inst'ruction of the Managin’g Director and removed ex'chang'e.loss from the.
- profit and loss account but then he added the entlre exchange loss to the value
- of fixed asset and computed the deprecratlon thereon As an Audrtor of X

'Limited how you would deal with this partrcular transactlon ?
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, explanatlons glven to us the consohdated ﬁnanc1a1 statements give a true and '

@
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G Ltd. is a moblle ‘phone operatmg company . Barring the marketmg functlon '
it * had- outsource_d ‘the entire operations like ' maintenance of ‘mobile "

infrastructure, customer billing, payroll, accounting functions, etc. Assist the

i
‘

auditor of G Ltd. as to how he can obtain an understanding of hovv GLud |

uses the services of the outsourced agency in its operations.

Beta L1m1ted, is a company reglstered with SEBI, having ﬁve subs1d1ar1es '

. M/s XYZ Chartered Accountants have been appomted as Statutory .Aud1tors :

..for the -audit of the Consolidated Fmanc1a1 Statements for the year ending

March 31, 2013. Out of ﬁve subsidiaries, the aud1t of one subsidiary was -

conducted -by another auditor, M/s Badnam and Company; Charter‘ed

. Accountants. The “Opmlon para of aud1t report furnished by M/s XYZ -

« Chartered Accountants is given below

Opinioh :

In our op1mon and to the best of our information and accordmg to the

" fair view, except the ﬁnanclal statement of one subsidiary whose accounts
were audited 'hy M/s Badnam and Company, Chaltered Accountants and '

about the same we are not ina posmon to express our opinion as the audit has

not been performed by us :

(i) in the case of the consolidated Balance. Sheet of the state of affan's of

the. Company as at March 31, 2013.

(u) m the case of the consohdated Profit and Loss Account, of the -

proﬁt/loss for the year ended on that date.

‘Do you find any deficiencies in the opinion para ? If yes, you are requued to

-glVC your suggestions and redraft the opinion para. e
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o year—end whereby 1t has agreed to pay ? 5 Jakhs per month to Mr Y as
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Mg I-lonest" L1m1ted has entered into a transa.ction on 5% March- 2013 near'- 5

: annual retamer-sth fee for engmeermg consultaﬁo No amount was

B actua]ly pa1d but 4 60 lakhs is prov1ded in books of account as on March 31 _.

"'_‘_"Your mqulry elicits a response that need-based. consultation” was obtamed:

B '.ﬁ__"round the year “but. there is no documentary .or other ev1dence of recelpt of

4 the serv1ce As the audrtor of M/s Honest Lumted what would "be your |

2@

..'.:'-':-.f'.aPproach? : o

- Mr. X'thc .p'assed--hi"s‘ CA examination of ICAI on 18® July, i0113"and started 4 .

g f__;;hls practwe from August 15, 2013. On 16® August 2013, : -one_female .

o cand1date approached him for articleship. In addrtron to monthly sttpend, Mr

e "'_'-.X also offered her 1% profits of his CA ﬁrm She agreed to take both 1% _

B ._proﬁts of the CA ﬁrm and st1pend as per the rate prescnbed by the ICAL The

. Inst1tute of Cha.ttered Accountants of India sent a letter to Mr X obJectmg the
o o payment of 1% proﬁts Mr. X rephes to the ICAI statlng that he is paymg 1% -
o B proﬁts of his ﬁrm over and above the strpend to help the’ artlcled clerk as the; ;

- -__ﬁnancml pos1t10n of the art1c1ed clerk is very weak. Is Mr X L1ab1e to

o professronal mlsconduct ?

o : (b)Mr Honest, a Cha.ttered Accountant in pracuce, _wrote two letters to. M!s XY_ 4

g ":Chartered Accountants a firm of CAs requesting them to allot h1m some

| -"Eprofess1onal work As he d1d not have a significant pract1ce or chents he also -

i :."wrote a letter to M/s ABC a ﬁrm of Chartered Accountants for securmg‘

o "'...-profes31onal work Mr Clever, an another CA, informed ICAI regardmg Mr

-Honest 5 approach to secure the professronal ‘work. Is Mr. Honest wrong in

' sohc1t1ng profess1onal work ? -
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c) C& Co., hired Mr. A, Chartered Ac_coﬁnta_nt, to compile its financial 4

_statements for the interim period ending on 31% December 2012. Kindly assist -

- Mr. A in drafting scope-of engagement letter with specific focus on C & Co’s-

- @

responsibility.

' Mr X was appointed as the éuditor of M/s :Easygo.Ltd. and infends to apply. |

‘the concept.of _materiality for thé financial statements as a whole. Please

- guide him as to the factors that mayaffect the identification of an appropriate |

E (a,)

benchmark for thls p@ose.
| Excel-l_er:x.t, Limited, a_-C'or-n_pény inc&poﬁied m _Indie' and -lis‘te;d. with SEB, has
a echeine f_or. paymeht of settlement ailoy;;ﬁce to reti_ring employees_. ﬁnder -
the seheme;_ retiring employees are entitl_ed:it_o reimbursement of certain travel
expense‘s for cless they are entitled to as Jper company rules and regula_tio‘he. |
Emﬂeyees are also enﬁﬁee te claiﬁ\ a lu;:;ip-sum payment to cover expensesi '
on food aﬁd stay during the travel. The Compan&- also" gives ‘option to
employees that they can ciaimja lump-sum amount equal to three months pay
-last .(-lravv"n._ .‘
Excellent Limi_ied have f'folilowing accounting policies to record these_ travel -
e'xpenses‘:‘ | o |
(@ Settlement alleWapce does not depend upoﬁ- the lehgth of service ofl.
employee. It is res_tﬁcted to employee’s eligibi]ity under the travel rule
| of the compan)-' therefo_re all travel expenses fall ﬁndef t_he.c_ate_go:y of
~ defined contribution plans. o
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(11) Since it is not related to the. leng_th'of service of the empIOyees;'itj_ is
_ difﬁcult to estimate reliably and there is no present obligation to pay
employees as. per. ‘AS .29 “Pr'oyisions, Cont:ingent Liabili'tieS -and
. .Contmgent Assets” hence itis accounted for on claim basrs
, You are statutory aud1tor of Excellent L1m1ted What would be your gmdance '
'to audlt team ? |
® 0 Ltd. .operate's in an ERP environment Its auditor requj'res your ass1stance 4
:on the aspects that -are- needed to be looked into in respect of control over
mput and output of transactlons Kmdly help h1m
c© Im the aud1t of Hotel Great Stay Ltd 1ts aud1tor wants to use the analytlcal 4
| procedure as substant1ve procedure in respect of room rental mcome as we]l 2
as payroll costs. Guide h1m as to how it can be done. | |
" (d) C.A. Prabhu, isa leadmg mcome tax pract1t10ner and consultant for denvatlve " 4
_ products He res1des in Mumba1 near to the ABC commodlty stock exchange '
and does tradmg in commodlty denvatlves. Every day, he invests nearly 50% -

of his time to settle the commodlty transactions, Is C.A. Prabhu liable for

' professronal m1sconduct ?

(_a)» H .L‘imi_ted,. a. company. registered'wi_th'.SEBI, has three sul_)sidiaries and one 4

' associa'te. While 'doi_ng the audit of Consolidated Financial Statements (CFS)

- of H Limited you have cor_ne to hnow that the associate entity had made a":
'p_rovision for proposed dividend m its financial statements. H Limited
conaputed-its sha'r_e of the'results of operations' of the aSsociate after taking
into account the proposed dividend. Comment.
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- under brand development expenses and intends to amortize the same over the

©)
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While doing the audit of a nationalized bank, your Audit Assistant informed

4

you that there are a lot of irregularities in Telegraphic Transfers and Demand o

B Drafts What_ 'gu_idance would be give to the Audit_Assistant ?

ABC Limited, an Indian insurance company carrylng on’ general msurance' |

'_busmess is facmg quu1d1ty problems and therefore, 1t has de01ded to. _

maintain depos1ts under section 7 of the Insurance Act 1938 at one percent of

total gross premmm wntten in Ind1a The company thlnks that 1t is sufﬁc1ent,' - |
- “as the company has a Pard-up Capital of ? 150 Crores Asan Audltor of ABC_
__Llnnted what Would be yonr.snggestlon to t_he company _fOr_ complrance of
| _',il?s,uré,lice"Agt and mles and r'egulations r_nade__ there under ‘7 | o
Th¢ _Anmtor _of S _Lirnite_d' has jnst comnienced the sta'tutory a_uldi't;.. What" -.

shOuld be considerations for the effectiveness of a system of internal _c'hec_lr 7

X Ltd is engaged in the business of newspaper and radio hrOadcas'l;ing; It
operates throu'ghf'differentgbrand names. .During FY ”1_2-1__3 ;" it incurred .
- substantial amounts on.eXternal trade, business communication and brandjng

- expenses by participation in various corporate social reSponsibility initiatives.

The company expects to beneﬁts by this expendlture by attractmg new

'customers over a penod of time and accordmgly it has capitalized the same

penod in which it expects the benefits to ﬂow As the statutory auditor of the

company do you concur ? Give reasons.
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(b) M L1m1ted is gomg to acqulre S Limited. The purchase cons1derat10n has 4

- been. dec1ded at ¥ 4000 Crores M Limited is worned about h1dden habr]rtles
- -or overvalued assets of § errted and approached you to examme the same. .
L1st out -eight 1mportant transactlonslltems whrch you would like: to
. : mvestlgate in the Due Dﬂlgence exercise. _ o -
__(c) Mr X a young chartered accountant, ‘wants to- start practrce and he reqmres 4
o your adv1ce among other thmgs, on criminal habﬂmes of an audrtor under |

- . the Compames Act, 1956 Kmdly gmdeh.lm

: @ - X Ltd closed 1ts manufacturmg operatrons and sold a]l 1ts manufactunng ﬁXed .4 .
3 assets durmg the financial year ended 31St March 2013 However it mtends ‘

_ . contmue 1ts operatlons asa tradmg company In respect of other fixed assets,
- | the cornpany carned out a phys1cal venﬁcatron as at the end of 31“ March

' 2013 and found a matenal dlscrepancy to the tune of’ ? 1 lac, _wh1ch was

o i . wntten off and i is disclosed. separately m the proﬁt and loss account Kmdly
‘. ' L ‘mcorporate the above in your 2 audrt report
3 6 (@ ~3M Ltd mtends to mtensrfy its advertlsement strategy of hoardmg 4

. 'advertlsements to increase 1ts sale dunng the nnpendmg festlval season. You

- “have been appointed as the. spec1a1 auditor to examine the expendrture under

- this head What w111 be usual evrdence you will look for in th1s case to Justlfy
' .the expendrture ?

' (b) E Mr “Nigal, a Chartered Accountant in practlce, dehvered a speech in the
o | natlonal conference orgamzed by the Mrmstry of Textrles Whﬂe dehvenng
- ,the speech he told to the audlence that he is a management expert and his

_firm prov1des services of taxatron and aud1t at reasonable rates He also -
- ~requested the audlence to approach his ﬁrm of chartered accountants for these

serv1ces ‘and at the request of audrence he also drstnbuted hlS busmess cards

- 'and telephone number of his ﬁrm to those in the audlence Comment
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o infonnation to you for the FY 12- 13. Turnover made during the year ¥ 124

®
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Mr A engaged in business as a sole proprietor presented the following R

- lacs. Goods returned in respect of sales made during FY 10-11 is ¥ 20 lacs not

@

)]
()

(@)

©

included in the above Cash d1scount allowed to his customers T 1 lac for
prompt payment Speclal rebate allowed to customer in the nature of trade
dlscount 4 5 1acs Kmdly advice hlm whether he has to get his accounts

“audited u/s 44AB of the Income Tax Act, 1961 :
Dishonest Limited, a company mcorporated in India has six members in its.
Auth Comnnttee Due to recess1onary cond1t10ns in India the revenue of: the '

company is gomg down and there is slow down in other _act1v1t1es -of the -

- for members of the.Audit Committee. Consideﬁng the overall recession in the

. camp'an'y' and the economy; the -members. of the Comm1ttee decided-
unani_mously to meet once in a year only on _March 31, 2013. They reviewed
monthly information system of the Company and -f-ound' no'e-rrors .- As' an'

~ auditor of Dlshonest L1m1ted would you cons1der the dec1s1on taken by the

_Audit. Comm1ttee is in line with the Clause 49 of the (SEBI) Lrstmg "

Agreement ?

“Write short notes on any four of the following :

(@)

S'cope of 'peer review .
Cost records in respect of by products

Content of Management Discussion and Analysxs

‘Aspects to be covered m the books of accounts to be mamtamed by a
= mulu-state co-operatlve soc1ety

Environment Impact Assessment |

GCE

‘company. Therefore, it was expected that there would not be significant work



