May 2018
Exam Paper (New Syllabus)
Q. No. 1 is Compulsory.
Attempt any four questions from remaining five questions

0. No. Questions Marks

1. | (a) | Toddle Limited had definite plan of its business being closed within a short period from the close of the accounting year 5
ended on 315t March, 2017. The financial statements for the year ended 31/03/2017 had been prepared on the same basis
as it had been in earlier periods with an additional note that the business of the company shall cease in near future and the
assets shall be disposed off in accordance with a plan of disposal as decided by the management. The statutory auditors of
the company indicated this aspect in Key Audit matters only by a reference as to a possible cessation of business and
making of adjustments, if any, thereto to be made at the time of cessation only. Comment on the reporting by the statutory
auditor as above.

Answer: Inappropriate use of Going Concern basis of accounting:

e SA 570 "Going Concern”, requires the auditor to obtain sufficient appropriate audit evidence about the appropriateness
of management’s use of the going concern assumption In the preparation and presentation of the financial staterments
and to conclude whether there is a material uncertainty about the entity's ability to continue as a going concern.

e If the financial statements have been prepared using the going concern basis of accounting but, in the auditor’s

Jjudgment, management's use of the going concern basis of accounting in the preparation of the financial statements is
inappropriate, the auditor shall express an adverse opinion.

= |t is irrelevant whether or not the financial statements include disclosure of the inappropriateness of management’s
use of the going concern basis of accounting.

* Inthe present case, company has definite plan of its business being closed within a short period from the close of
accounting year. Financial Statements had heen prepared on the same basis as it had been in earlier periods i.e. going
concern basis. Additional note in the financial statements that business of the company shall cease in near future and
the assets shall be disposed off in accordance with a plan of disposal as decided by the management is given. Statutory
auditor of the company indicated this aspect in Key Audit Matters.

Conclusion: Reporting made by the stalutory auditor is not correct as In this situation, based on the requirements of SA

560, an adverse opinion need to be issued.

(b) | The property, plant and equipment of ABC Ltd. included 25,75 crores of earth removing machines of outdated technology 5
which had been retired from active use and had been kept for disposal after knock down. These assets appeared at residual
value and had been last inspected ten years back. As an auditor, what may be your reporting concern as regards matters
specilied above?

Answer: Reporting Concerns in relation to significant events:

Auditor is required to report under the various requirements of Standards of Auditing, legar and Regulatory provisions. In

the present situation, major reporting requirements will be:

(a) As per the requirement of SA 260 "Communication with Those Charged with Governance” auditor should
communicate significant matters arising during the audit that were discussed, or subject to correspondence, with
management.

(b) The situation as given in the question appears to be a Key Audit Matter and hence auditor is required to report the
situation in the audit report as Key Audit Matter.,

(c}  Further as per reguirement of Para 3(i) of CARQ, 2016, auditor is required to comment

(i) Whether the company is maintaining proper records showing full particulars, including quantitative details and
situation of fixed assels

(i) whether the fixed assets have been physically verified by the management at reasonable intervals. In the present
case, physical verification of assets held under disposal.
Conclusion: In the present case, auditor reporting concerns will be as per the requirement of SA 260, SA 701 and Para 3(i)
of CARO, 2016.
Alternative Answer: Answer of this question may also be based on the reporting issues like Valuation, Accounting

and Disclosures as per the requirements of applicable FRF. In that case, if auditor is not satisfied with the
valuation, accounting and disclosures, he may qualify the report as per the requirements of SA 705.

{c) | Y & Co., Chartered Accountants have come across in the course of audit of a company that certain machinery had been 5
imported for production of new product. Although the Auditors have applied the concept of materiality for the financial
statements as a whole, they now want to re-evaluate the materiality concept for this transaction involving foreign
exchange. Give your views in this regard.

Answer: Re-evaluation of the Materiality Concept:

o SA 320 "Materiality in Planning and Performing an Audit”, requires the auditor to determine materiality for the
financial statement as a whole, while establishing the overall audit strategy.

e |, inthe specific circumstances of the entity, there is one or more particular classes of transactions, account balances or
disclosures for which misstatements of lesser amounts than the materiality for the financial statements as a whole
could reasonably be expected to influence the economic decisions of users taken on the basis of the financial
statements, the auditor shall also determine the materiality level or levels to be applied to those particular classes of
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transactions, account balances or disclosures.

= The auditor shall revise materiality for the financial statements as a whole and if applicable the materiality levels for
particular classes of transactions, account balances or disclosures, in the event of becoming aware of information
during the audit that would have caused the auditor to have determined a different amount (or amounts) initially.

e If the auditor concludes a lower materiality for the same, then he should consider the fact that whether it is necessary
to revise performance materiality and whether the nature, timing and extent of the further audit procedures remain
appropriate,

» Inthe instant case, auditor has applied the concept of materiality for the financial statements as a whole. But he wants
to re-evaluate the materiality concept for the transactions involving foreign exchange.

Conclusion: Auditor can re-evaluate the materiality concepts after considering the necessity of such revision.

(d) | B is the Principal Auditor of ABC Co. Ltd,, with 8 branches audited by 8 Branch Auditors, B wanted to ensure that the works of 5
Branch Auditors were adequate for the purpose of his audit. Hence, he insisted on Branch Auditors to get famillar with a check list he
prepared for branches and, besides, required them to share the working papers complied by them for his review and return. Is
principal auditor within his right in asking for such sharing of warking papers?

Answer: Principal Auditor’s right to review the working papers of branch auditors:

e SA 600 "Using the Work of Another Auditor” guides principal auditor regarding the procedures to be performed when
he is using the work of another auditor. As per SA 600, when principal auditor plans to use the work of branch auditor,
he should consider the professional competence of the other auditor in the context of specific assignment if the other
auditor is not a member of the ICAl. He should perform procedures to obtain sufficient appropriate audit evidence, that
the work of the other auditar is adequate for the principal auditor’s purposes, in the context of the specific assignment.

e As per SA 230 "Audit Documentation” and SQC 1 "Quality Control for Firms that Perform Audits and Reviews of
Historical Financial Information, and Other Assurance and Related Services Engagements”, unless otherwise specified
by law or regulation, audit documentation is Lthe property of the auditer. The Principal auditors of an enterprise do not
have right of access to the audit working papers of the branch auditars.

e Inthe present case, Mr. B requires the branch auditors to share their working papers with him for the purpose of
review.

Conclusion: considering the requirements of SA 600, SA 230 and SQC 1, principal auditor is not right in asking for sharing

of working papers.

2. | (a) | Asan Auditor give your comments for the following disclosures made by a company which adopted Ind-AS for compilation 5

of financial Statements:

(a) Inthe Balance Sheet, the sub-head inventories contained an item "goods in transit” in which a consolidated amount
aggregating the cost of raw materials in transit and loose tools billed on company but delivery not made to company
had been specilied.

(b) Provision for doubtful debts of trade debtors was grouped in "Provisions” under current liabilities.

(c) Instatement of profit and loss, prior period income was shown under "Other Income”,

(d) Sale proceeds of scrap incidental to manufacture were included in "Other income”,

(e) Payment towards a one tome voluntary retirement scheme introduced during the year was included in "Employee
Benefit Expense”.

Answer: Appropriateness of Disclosures as per the requirements of Ind-AS:

(a) Asper the disclosure requirements of Ind-AS 2 "Inventories”, disclosures given are not appropriate.

(b) As per the disclosure requirements of Ind-AS 37 "Provisions, Contingent Liabilities and Contingent Assets”, disclosures
given are not appropriate.

(c) As per the disclosure requirements of Ind-AS 8 "Accounting Policies, Changes in Accounting Estimates and Errors”,
disclosures given are not appropriate.

(d) Asper the disclosure requirements of Ind-AS 18 "Revenue”, disclosures given are not appropriate,
(e) As per the disclosure requirements of Ind-AS 19 "Employee Benefits", disclosures given are appropriate.

(b) | ABC Ltd., is consistently following accounting standards as required under section 133 of the companies Act, 2013. During 5
your tax audit under section 44AB of the Income tax act, 1961, the board of directors informed you that profits of the
company is properly arrived at and the accounting standards applicable to it have been followed cansistently and as such,
there need not be any adjustments to be made as per income computation and disclosure standards notified under section
145 of income tax act, 1961. Based on the requirement of Law in this regard, examine the validity of the stand of
Management in this regard.

Answer: Reporting for Adjustment to be made to the Profits or Loss for complying with ICDSs:
Stand of the management is not correct. Clause 13(d) of Form No. 3CD of the tax audit report requires the tax auditor to
state whether any adjustment is required to be made to the profits or loss for complying with the provisions of income
computation and disclosure standards notified under section 145(2) of the Income Tax Act, 1961,

Further, the tax auditor is also required to report under Clause 13(e), il answer to Clause 13(d) above is in the affirmative
l.e. the auditor is required to give details of such adjustments as follows:

Increase in | Decrease in | Net Effect
Profit (Rs.) Profit (Rs.) (Rs.)

ICDS | Accounting Policies

Compiled by: CA, Pankaj Garg Page 2

Scanned by CamScanner



ICDS 1 Valuation of Inventories

ICDS I Construction Contracts

ICDS IV Revenue Recognition

ICDS V Tangible Fixed Assets

ICDS VI Changes in Foreign Exchange Rates

ICDS VI Governments Grants

ICDS VI Securities

ICDS IX Barrowing Costs

ICDS X Provisions, Contingent Liabilities & Contingent
Assets
Total

Furthermore, Clause 13(f) also requires the tax auditor for disclosure of the following as per ICDS:

ICDS | Accounting Policies

ICDS I Valuation of Inventories

ICDS I Construction Contracts

ICD5 1V Revenue Recognition

ICDSV Tangible Fixed Assets

ICDS VI Governments Grants

ICDS IX Borrowing Costs

ICDS X Provisions, Contingent Liabilities and Contingent Assets

(c) | CA. Needle had been appointed as an auditor of M/s Fabric Ltd. in the course of audit, it had been observed that inventory
including work-in-process had been valued by management by using experts hired by them. Analyse relevant factors to
decide as to whether or not to accept the findings from the work of management expert in valuation of inventories.

Answer: Evaluating the work of Management Expert:

As per SA 500 "Audit Evidence” when information to be used as audit evidence has been prepared using the work of a

management's expert, the auditor shall perform the following:

(i) Evaluate the competence, capabilities and objectivity of that expert:

For this purpose, auditor may consider his qualification, membership of a professional body or industrial association
license to practice etc.,

(ii) Obtain an understanding of the work of that expert:

It may include areas of specialty, applicable professional standards and other legal requirements.

(iii)Evaluate the appropriateness of that expert's work:

With respect to following:

() Relevance and reasonableness: of that expert findings and conclusion.
(g) Relevance and reasonableness: of assumptions and methods used; and
(h) Relevance, completeness and accuracy: of source data.

(d) | M & Co., asole proprietary Chartered Accountant firm in practice with an office in a busy belt of a city, had great difficulty in
regularly attending to the consultancy needs of his client who are mostly located in an industrial cluster in a nearby
outskirt which is situated at a distance of 26 kms from the office of the firm. To mitigate the difficulty and to have ease of
business, a facilitation centre was opened in the industrial cluster. The proprietor managed both the office and the
facilitation centre, by himsell, No intimation was made to the institute of chartered accountants of India. Examine whether
there is any professional misconduct in this respect.

Answer: Maintenance of Separate office:

» Interms of Section 27 of the CA Act, 1949 if a chartered accountant in practice has more than one office in India, each
one of these offices should be in the separate charge of a member of the Institute,

s There is however an exemption from the above if the second office is located in the same premises, in which the first
office is located; or the second office is located in the same city, in which the first office is located; or the second office
is located within a distance of 50 kms from the municipal limits of a city, in which the first office is located.

« Regulation 189 of CA Requlations, 1988 requires that a CA in practice or a firm of such CAs shall inform the Councl|
within one month of the opening or closing of a branch office.

* Inthe present case, a CA in practice has apened a new office with 26 Kms from the existing office and managing both
offices by himself. However, no intimation was made to the ICAI.

Conclusion: Though there is no problem in managing both the offices, but misconduct arises due to non-intimation to

Council of ICAI.

3. | (a) | HCo. Ltd, is a holding company with two subsidiaries R Co. Ltd. and S Co. Ltd,, The H Co. Ltd., adopts straight line method of

depreciation for its assets whereas S Co. Ltd,, follows written down value or diminishing value method. Though R Co. Ltd.,,
follows straight line method of depreciation, it does not give effect to component accounting of depreciation in respect of
high value assets, while consolidating the financials of the R Co. Ltd,, and S Co. Ltd., with those of H Co. Ltd., determine the
possible issue that you have to ensure for compliance in the light of above facts.
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