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Test Series : September, 2015 

MOCK TEST PAPER – 1 

FINAL COURSE: GROUP – I  

PAPER – 3: ADVANCED AUDITING AND PROFESSIONAL ETHICS 
Question No. 1 is compulsory. 

Attempt any five questions from the Rest. 
Time Allowed – 3 Hours Maximum Marks – 100 
1. (a) Radar Ltd. appointed you as its statutory auditor for the current financial year. 

During the course of auditing, you meticulously analysed that the work performed by 
company’s internal auditor is likely to be adequate for the purpose of statutory audit. 
Consequently, you decided to use the work of internal auditor in respect of physical 
verification of tangible assets specifically. 

 State how you would evaluate the specific work performed by internal auditor to 
determine its adequacy and who would be responsible for expression of opinion on 
financial statements. 

(b) TCIP Ltd. is planning to extend its business operation for which huge fund is 
required. The company, therefore, has prepared its projected financial statements 
for 5 years to be submitted to the bank for loan application.  

 The company hired you to examine the projected financial statements and give 
report thereon. What things will you consider before accepting the engagement and 
what audit evidence will be obtained for reporting on projected financial statements? 

(c) Rajasthan Electricity Ltd., a company owned by Rajasthan government, holds 35% 
equity shares in Colada Ltd. Colada Ltd. is completely dependent on Rajasthan 
Electricity Ltd. for electric supply. Colada Ltd., in its draft financial statements has not 
disclosed anything about Rajasthan Electricity Ltd. on the ground that being a 
government owned entity AS 18 “Related Party Disclosures” does not apply. Comment. 

(d) XYZ Ltd. changed its employee remuneration policy from 1st April, 2014 to provide 
for 12% contribution to provident fund on leave encashment also. As per the leave 
encashment policy, the employees can either utilise it or encash it. As at  
31st March, 2015, the company obtained an actuarial valuation for leave 
encashment liability. However, it did not provide for 12% PF contribution on it. The 
auditor of the company wants it to be provided but the management replied that as 
and when the employees availed leave encashment, the provident fund contribution 
was made. The company further contends that this is the correct treatment as it is 
not sure whether the employees will avail leave encashment or utilise it. Comment.  

(5 × 4 = 20 Marks) 
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2. Comment on the following with reference to the Chartered Accountants Act, 1949 and 
schedules thereto: 
(a) Mr. Brilliant, a chartered accountant in practice, created his own website in 

attractive format and highlighted the contents in blue colour. He also circulated the 
information contained in the website through E-mail to acknowledge public at large 
about his expertise. However, due to shortage of time, he could not intimate his 
website address to the Institute. 

(b) CA. Raj is a leading income tax practitioner and consultant for derivative products. 
He resides in Bangalore near to the XYZ commodity stock exchange and does 
trading in commodity derivatives. Every day, he invests nearly 50% of his time to 
settle the commodity transactions, though he has not taken any permission for this. 
Is CA. Raj liable for professional misconduct? 

(c)  CA. Elegant is in practice for two years and runs his proprietorship firm in the name 
of “M/s Elegant & Co.”. He maintains notes in his mobile in which he writes the fees 
received from various clients. Based on his record, he prepares and files his income 
tax return. 

(d) The manager of ZedEx (P) Ltd. approached CA. Vineet in the need of a certificate in 
respect of a consumption statement of raw material. Without having certificate of 
practice (CoP), CA. Vineet issued the certificate to the manager of the company, 
acting as a CA in practice and applied for the CoP to the Institute on very next day 
to avoid any dispute.  (4 × 4 = 16 Marks) 

3. (a) CA. John is a partner of M/s JK & Associates and leading in-charge of the audit of 
Pinaco Ltd. The firm is doing audit of Pinaco Ltd. for 10 years. CA. John, knowingly 
that M/s JK & Associates is no longer eligible to be appointed as auditor of  
Pinaco Ltd. for another 5 years, resigned from partnership in M/s JK & Associates 
and joined M/s KL & Associates. Now, Pinaco Ltd. wants to appoint  
M/s KL & Associates as auditor for 5 years.   

 Comment with respect to Companies Act, 2013, whether M/s KL & Associates is 
allowed to accept the appointment as auditor of Pinaco Ltd.  (4 Marks)  

(b) Mr. Robert, the director of Alliance Ltd., is holding 25% shares in the company. His 
daughter-in-law, CA. Stephny, is in practice for 15 years where she provides 
consultancy services and conduct statutory audits. She has created her niche in 
statutory audits. The company wanted to appoint her as the statutory auditor of the 
company for the five consecutive financial years. Consequently, she was appointed 
by Alliance Ltd. Examine the validity of appointment of CA. Stephny. (4 Marks) 

(c) In the books of accounts of ABC Ltd. huge differences has been noticed between 
the control accounts and subsidiary records. The Chief Accountant informs that this 
is common due to huge volume of business done by the company during the year. 
As a Statutory Auditor, how would you deal with the situation? (4 Marks)  
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(d) Consequences of errors in a computer system are a serious matter as errors tend to 
be deterministic. Comment with respect to how evaluation of evidences has been 
changed.   (4 Marks)  

4. (a) Astha Pvt. Ltd. has fully paid capital of Rs. 40 lakh. During the year, the company 
had borrowed Rs. 15 lakh each from a bank and a financial institution 
independently. It has the turnover (Net of excise Rs. 50 lakh which is credited to a 
separate account) of Rs. 475 lakh. Will Companies (Auditor’s Report) Order, 2015 
be applicable to Astha Pvt. Ltd.?      (4 Marks) 

(b)  Under CARO, 2015, as a statutory auditor, how would you report on the following: 
(i) A Term Loan was obtained from a bank for Rs. 80 lakh for acquiring R&D 

equipment, out of which Rs. 15 lakh was used to buy a car for use of the 
concerned director who was overlooking the R&D activities. 

(ii) Physical verification of only 50% of items of inventory has been conducted by 
the company. The balance 50% will be conducted in next year due to lack of 
time and resources. (6 Marks) 

(c) Hansa Ltd. has drawn the financial statement as on 31st March, 2015 and presented 
to you along with additional information: 

Balance Sheet of Hansa Ltd. as on 31st March, 2015 

Liabilities Amt. (Rs.) Assets Amt. (Rs.) 
Share capital 45,00,000 Fixed Assets  
Reserves & Surplus  Gross block   
Profit and Loss A/c 4,40,000 Less: Depreciation 90,00,000 
Secured Loans 64,60,000 Investments Nil 
Current Liabilities and  Current Assets  
Provisions  Loans & Advances  
Creditors for trade 5,20,000 Debtors 21,00,000 
Advance received 6,80,000 Advance Paid 15,00,000 
 1,26,00,000  1,26,00,000 

 Additional Information: 
(i) Entire pre-operative expenses of Rs. 6,60,000/- was charged to Profit and Loss 

Account whereas for the purpose of Income Tax, only what is allowable is claimed. 
(ii)  Depreciation as per Books -      Rs. 31,00,000/- 
 Depreciation as per Income tax -       Rs. 45,00,000/- 
(iii) Losses to be carried forward as per Income Tax Act -   Rs. 18,00,000/- 
(iv)  Donation disallowed while computing tax -     Rs.      60,000/- 
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 Considering the additional information, can you certify as an auditor that the 
company has complied with the Accounting Standards and issue an unqualified 
report?   (6 Marks) 

5. (a) In the course of audit of ‘Bharat Bank’, your firm observed that the bank has 
classified some of the assets as non-performing assets (NPA), for example, bills 
receivables for remaining overdue more than 30 days, loans for remaining overdue 
for more than 60 days etc. Please guide the accountant with regard to criteria to be 
adopted for classifying an asset as NPA.            (4 Marks) 

(b) As a cost auditor, what would you check while verifying work-in-progress of an 
entity?   (4 Marks) 

(c) State the items contained in the SEBI’s check list for auditors in respect of contract 
notes issued by a Stock Broker.            (4 Marks) 

(d)  While writing the audit program for tax audit in respect of X Ltd., you wish to include 
possible instances of capital receipt if not credited to Statement of Profit and Loss 
which needs to be reported under clause 16(e) of form 3CD. Please elucidate 
possible instances.            (4 Marks) 

6. (a) The ‘management audit’ concern with the whole field of activities of the concern, 
from top to bottom, starting, as always where management control is concerned 
because we are primarily concerned with whether the general management is 
functioning smoothly and satisfactorily. 

 Briefly explain the behavioural aspects encountered in the management audit and 
state the ways to solve them.  (6 Marks) 

(b) What are the important aspects to be looked into a due diligence review of Cash 
flow?        (4 Marks) 

(c) Being an expert in the field of government audit, you are required to briefly explain 
the powers of Comptroller and Auditor General of India with respect to 
supplementary audit and test audit as envisaged under section 143(6) and 143(7) of 
the Companies Act, 2013.            (6 Marks) 

7. Write short notes on any four of the following: 
(a) Frauds committed through supplier’s ledger. 
(b) Factors relevant in evaluation of Inherent Risk. 
(c) Constitution of Audit Committee under the Companies Act. 
(d) Approaches to be adopted by peer reviewer in the review process.  
(e) Powers and duties of an auditor of a Multi-state Cooperative Society.   

(4 × 4 = 16 Marks) 
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