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SUGGESTED ANSWERS/ HINTS 

1. (a) Compliance with Other Laws: As per SA 250, “Consideration of Laws and 
Regulations in an Audit of Financial Statements”, the auditor shall obtain sufficient 
appropriate audit evidence regarding compliance with the provisions of those laws 
and regulations generally recognised to have a direct effect on the determination of 
material amounts and disclosures in the financial statements including tax and labour 
laws. 

  Further, non-compliance with other laws and regulations may result in fines, 
litigation or other consequences for the entity, the costs of which may need to be 
provided for in the financial statements, but are not considered to have a direct 
effect on the financial statements. 

  If the auditor suspects there may be non-compliance, the auditor shall discuss the 
matter with management. If management does not provide sufficient information 
that supports that the entity is in compliance with laws and regulations and, in the 
auditor’s judgment, the effect of the suspected non-compliance may be material to 
the financial statements, the auditor shall consider the need to obtain legal advice. 

  If the auditor is precluded by management from obtaining sufficient appropriate 
audit evidence to evaluate whether non-compliance that may be material to the 
financial statements has, or is likely to have, occurred, the auditor shall express a 
qualified opinion or disclaim an opinion on the financial statements on the basis of a 
limitation on the scope of the audit in accordance with SA 705 “Modifications to the 
Opinion in the Independent Auditor’s Report”. 

  In the instant case, most of the labourers employed in Apparel Ltd. are of the age 
between 12-13 years. While enquiring, management denied the fact of boundation 
on child labour and also contends that it was outside the scope of audit to look into 
the compliance with other laws. Here, it seems that the management is deliberately 
involved in the non-compliance of labor laws and hence precluding Mr. X, the 
auditor of the company, from obtaining sufficient appropriate audit evidence for 
further evaluation. 

  Thus, Mr. X should ensure the disclosure of above fact and provision for the cost of 
fines, litigation or other consequences for the entity. In case, the auditor concludes 
that non-compliance has a material effect on the financial statements and has not 
been adequately reflected in the financial statements, the auditor shall express a 
qualified or adverse opinion on the financial statement. 
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 (b) Verification of Accounts Receivable: As per SA 510 “Initial Audit Engagements – 
Opening Balances”, while conducting an initial audit engagement, the objective of 
the auditor with respect to opening balances is to obtain sufficient appropriate audit 
evidence about whether: 
(i) Opening balances contain misstatements that materially affect the current 

period’s financial statements; and 
(ii) Appropriate accounting policies reflected in the opening balances have been 

consistently applied in the current period’s financial statements, or changes 
thereto are properly accounted for and adequately presented and disclosed in 
accordance with the applicable financial reporting framework. 

  When the financial statements for the preceding period were audited by another 
auditor, the current auditor may be able to obtain sufficient appropriate audit 
evidence regarding opening balances by perusing the copies of the audited financial 
statements.   

  Ordinarily, the current auditor can place reliance on the closing balances contained 
in the financial statements for the preceding period, except when during the 
performance of audit procedures for the current period the possibility of 
misstatements in opening balances is indicated. 

  For current assets and liabilities, some audit evidence about opening balances may 
be obtained as part of the current period’s audit procedures, say, the collection of 
opening accounts receivable during the current period will provide some audit 
evidence of their existence, rights and obligations, completeness and valuation at 
the beginning of the period. 

  In addition, according to SA 580 “Written Representations”, the auditor may 
consider it necessary to request management to provide written representations 
about specific assertions in the financial statements; in particular, to support an 
understanding that the auditor has obtained from other audit evidence of 
management’s judgment or intent in relation to, or the completeness of, a specific 
assertion. Although such written representations provide necessary audit evidence, 
they do not provide sufficient appropriate audit evidence on their own for that 
assertion. 

  In the given case, the management of Futura (P) Ltd. has restrained Mr. Meh, its 
auditor, from obtaining appropriate audit evidence for balances of Accounts 
Receivable outstanding as it is from the preceding year. Mr. Meh, on believing that 
the preceding year balances have already been audited and on the statement of the 
management that there are no receipts and credits during the current year, 
therefore excluded the verification of Accounts Receivable from his audit 
programme.  
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Thus, Mr. Meh should have requested the management to provide written 
representation for their views and expressions; and he should also not exclude the 
audit procedure of closing balances of Accounts Receivable from his audit 
programme. Consequently, Mr. Meh shall also be held guilty for professional 
misconduct for not exercising due diligence, or grossly negligence in the conduct of 
his professional duties as per the Code of Ethics. 

 (c) Change in Accounting Estimate: As per AS 5 "Net Profit or Loss for the Period, 
Prior Period Items and Changes in Accounting Policies", prior period items are 
income or expenses which arise in the current period as a result of errors or 
omissions in the preparation of the financial statements of one or more prior 
periods. The change in estimated useful life of a depreciable asset does not 
constitute prior period adjustment since it neither constitutes error nor omission but 
it merely involves making estimates based on prevailing circumstances when 
financial statements were being prepared. It is a mere estimate process involving 
judgement based on the latest information available.  

  An estimate may have to be revised if changes occur regarding the circumstances 
on which the estimate was based, or as a result of new information, more 
experience or subsequent developments. The revision of the estimate, by its nature, 
does not bring the adjustment within the definitions of an extraordinary item or a 
prior period item. 

  A change in an accounting estimate may affect the current period only, or both, the 
current period and future periods. For example, a change in the estimate of the 
amount of bad debts is recognised immediately and therefore affects only the 
current period. However, a change in the estimated useful life of a depreciable 
asset affects the depreciation in the current period and in each period during the 
remaining useful life of the asset. In both cases, the effect of the change relating to 
the current period is recognised as income or expense in the current period. The 
effect, if any, on future periods, is recognised in future periods.  

  The nature and amount of a change in an accounting estimate which has a material 
effect in the current period, or which is expected to have a material effect in 
subsequent periods, should be disclosed. 

  Further, as per SA 540 “Auditing Accounting Estimates, Including Fair Value 
Accounting Estimates, and Related Disclosures”, the auditor shall review the 
outcome of accounting estimates included in the prior period financial statements or 
where applicable, their subsequent re-estimation for the purpose of the current 
period. 

  In this case, M/s iMax & Co. has prepared its books of accounts assuming 
estimated useful life of a depreciable asset being 15 years for the accounting year 
2014-15. However, due to change in current market scenario, it was determined to 
revise the estimated useful life of that depreciable asset to 10 years.  
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  Revision of such an estimate does not bring the resulting amount within the 
definition either of a prior period item or of an extraordinary item. Therefore, the 
effect of change relating to the current period is to be recognised as income or 
expense in the current period and the effect relating to future periods is to be 
recognised in future periods. Accordingly, adjustment in the value of the 
depreciation through prior period item would not be proper. 

 (d) Fraud Committed by Managing Director: As per SA 240 “The Auditor’s 
responsibilities relating to Fraud in an Audit of Financial Statements”, the auditor is 
responsible for obtaining reasonable assurance that the financial statements, taken 
as a whole, are free from material misstatement, whether caused by fraud or error. 
Since fraud involves incentive or pressure to commit fraud, a perceived opportunity 
to do so or some rationalization of the act, an instance of fraud is unlikely to be an 
isolated occurrence. 

  When the auditor has obtained evidence that fraud exists or may exist, it is 
important that the matter be brought to the attention of the appropriate level of 
management as soon as practicable.  

  If the auditor identifies a misstatement and has reason to believe that it is or may be 
the result of fraud and that management (in particular, senior management) is 
involved, the auditor shall re-evaluate the assessment of the risks of material 
misstatement due to fraud and its resulting impact on the nature, timing and extent 
of audit procedures to respond to the assessed risks.  He may also consider it 
appropriate to obtain legal advice to assist in determining the appropriate course of 
action. 

  As per the facts of the case, the circumstances provided is basically known as 
“Teeming and Lading” fraud. The fact that the amount involved has been 
subsequently deposited at the year-end is not important because the auditor is 
required to perform his responsibilities. In view of the fact that the fraud has been 
committed at the highest level of management, it affects the reliability of audit 
evidence previously obtained since there is a genuine doubt about representations 
of management.  

  In addition, the auditor is required to report according to section 143(12) of the 
Companies Act, 2013. As per Section 143(12), if an auditor of a company, in the 
course of the performance of his duties as auditor, has reason to believe that an 
offence involving fraud is being or has been committed against the company by 
officers or employees of the company, he shall immediately report the matter to the 
Central Government within 60 days of his knowledge and after following the 
prescribed procedure. 

  However, if, as a result of a misstatement resulting from fraud, the auditor 
encounters any circumstances that bring into question the auditor’s ability to 
continue performing the audit, the auditor shall determine the professional and legal 
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responsibilities applicable in the circumstances, including whether there is a 
requirement for the auditor to report to the person(s) who made the audit 
appointment or, in some cases, to regulatory authorities. The auditor shall consider 
for appropriateness of withdrawal from such engagement, where withdrawal from 
the engagement is legally permitted. 

2. (a)  Printing of Designation “Chartered Accountant” on Marriage Invitations: As per 
Clause (6) of Part I of the First Schedule to the Chartered Accountants Act, 1949, a 
Chartered Accountant in practice shall be deemed to be guilty of professional 
misconduct if he solicits clients or professional work either directly or indirectly by 
circular, advertisement, personal communication or interview or by any other 
means. 

  However, the Council of the ICAI is of the view that the designation “Chartered 
Accountant” as well as the name of the firm may be used in greeting cards, 
invitations for marriages and religious ceremonies and any other specified matters, 
provided that such greeting cards or invitations etc. are sent only to clients, relatives 
and close friends of the members concerned. 

  In the given case, Mr. Raj instructed to write designation “Chartered Accountant” on 
his marriage invitation cards and distributed the same to all his relatives, close 
friends and clients.  

  On this context, it may be noted that the Council has allowed using designation 
“Chartered Accountant” in invitations for marriages, provided these are sent only to 
clients, relatives and close friends of the members concerned. Therefore, Mr. Raj 
would not be held guilty of professional misconduct under Clause (6) of Part I of the 
First Schedule to the Chartered Accountants Act, 1949. 

 (b) Permission for Providing Private Tutorship: As per Clause (11) of Part I of the 
First Schedule to the Chartered Accountants Act, 1949, a Chartered Accountant in 
practice shall be deemed to be guilty of professional misconduct if he engages in 
any business or occupation other than the profession of chartered accountant 
unless permitted by the Council so to engage.  

  Further, regulation 190A of the Chartered Accountants Regulation, 1988 provides 
that a Chartered Accountant in practice shall not engage in any other business or 
occupation other than the profession of accountancy except with the permission 
granted in accordance with a resolution of the Council. According to the same there 
is no specific permission from the council would be necessary in the case of private 
tutorship.  

  In the given case, CA Ram has started providing private tutorship to Mr. Ratan 
along with some other aspirants, without obtaining specific or prior approval of the 
Council.  
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  On this context, it may be noted that the Council has provided general permission 
for providing such private tutorship. Therefore, CA Ram would not be held guilty of 
professional misconduct under Clause (11) of Part I of the First Schedule to the 
Chartered Accountants Act, 1949. 

 (c)  Advising on Portfolio Management Services: The Council of the Institute of 
Chartered Accountants of India (ICAI) pursuant to Section 2(2)(iv) of the Chartered 
Accountants Act, 1949 has passed a resolution permitting a Chartered Accountant 
in practice to render entire range of “Management Consultancy and other Services”. 
A clause of the aforesaid resolution allows Chartered Accountants in practice to act 
as advisor or consultant to an issue of securities including such matters as drafting 
of prospectus, filing of documents with SEBI, preparation of publicity budgets, 
advice regarding selection of brokers, underwriters etc., advice regarding post issue 
activities, like, follow up steps for listing of instruments, dispatch of certificates, 
refunds etc. It is, however, specifically stated that Chartered Accountants in practice 
are not permitted to undertake the activities of broking, underwriting and portfolio 
management services.  

  In the given case, Mr. Sam has started advising his clients on portfolio management 
along with other management consultancy services related to an issue.  

  Therefore, Mr. Sam would be guilty of misconduct under the Chartered Accountants 
Act, 1949 as a chartered accountant in practice is not permitted to manage 
portfolios of his clients. 

 (d)  Submitting Wrong Information to the Institute: As per Clause (3) of Part II of the 
Second Schedule to the Chartered Accountants Act, 1949, a member of the 
Institute, whether in practice or not, shall be deemed to be guilty of professional 
misconduct if he includes in any information, statement, return or form to be 
submitted to the Institute, Council or any of its committees, Director (Discipline), 
Board of Discipline, Disciplinary Committee, Quality Review Board or the Appellate 
Authority any particulars knowing them to be false. 

  In the instant case, Mr. P and Mr. Q, partners of M/s PQ & Co., included the name 
of Mr. R, another Chartered Accountant, as partner in their firm, without his 
knowledge, in their application for empanelment as auditor of branches of Public 
Sector Banks submitted to the Institute. However, such a member was not a partner 
of the said firm as on the date of application submitted. Here, Mr. P and Mr. Q have 
submitted wrong information to the Institute. 

  Therefore, Mr. P and Mr. Q, both, would be held guilty of professional misconduct 
under Clause (3) of Part II of the Second Schedule to the Chartered Accountants 
Act, 1949. 

3. (a) Ceiling on Number of Audits: As per section 141(3)(g) of the Companies Act, 
2013, a person shall not be eligible for appointment as an auditor if he is in full time 
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employment elsewhere or a person or a partner of a firm holding appointment as its 
auditor, if such person or partner is at the date of such appointment or 
reappointment holding appointment as auditor of more than 20 companies. 
Therefore, the total number of company audits that can be accepted by all the three 
partners of M/s PQR & Associates is 60 (20 audits *3 partners). 

  Further, as per the Council guidelines, the specified number of tax audit 
assignments that an auditor, as an individual or as a partner of a firm, can accept is 
60 numbers. Therefore, the total number of tax audit assignments that can be 
accepted by all the three partners of M/s PQR & Associates is 180 (60 audits *3 
partners). 

  In the given case, Mr. P, Mr. Q and Mr. R, partners of M/s PQR & Associates do not 
hold any audits in their personal capacity, however, the firm is already holding 
company audit of 55 companies. Further, the firm has been offered 5 company audit 
assignments and 10 tax audit assignments.  

  In view of the above facts and provisions, M/s PQR & Associates is suggested to 
accept all the audit assignments as it is well within the limit, prescribed under the 
Companies Act, 2013 and the Council guidelines. 

 (b) Services not to be rendered by the Auditor: Section 144 of the Companies Act, 
2013 prescribes certain services not to be rendered by the auditor. An auditor 
appointed under this Act shall provide to the company only such other services as 
are approved by the Board of Directors or the audit committee, as the case may be, 
but which shall not include any of the services (whether such services are rendered 
directly or indirectly to the company or its holding company or subsidiary company), 
as prescribed. The list of the services that has been prohibited to be rendered by 
the auditor of the company includes designing and implementation of any financial 
information system. 

  Further, section 141(3)(i) of the Companies Act, 2013 also disqualifies a person for 
appointment as an auditor of a company who is engaged as on the date of 
appointment in consulting and specialized services as provided in section 144. 

  Furthermore, section 141(4) of the Companies Act, 2013 also requires an appointed 
auditor to vacate his office as such auditor on incurring any of the disqualifications 
mentioned in section 141(3). 

  In the given case, M/s Quality & Co. has been appointed as an auditor of Dazzle 
Ltd. The firm has been offered additional services of designing and implementation 
of financial information system of the company. The firm is advised not to accept the 
services as these services are specifically covered in the services not to be 
rendered by an auditor as per section 144 of the Companies Act, 2013. 

 (c) Preparation of Financial Statements: Section 128 of the Companies Act, 2013 
requires every company to prepare its financial statements for every financial year 
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which gives a true and fair view of the state of the affairs of the company and such 
books shall be kept on accrual basis, and according to the double entry system of 
accounting. Further, the definition of “financial statement”, given under section 2(40) 
of the Companies Act, 2013, includes a profit and loss account also. 

  In the given case, AR PE LTD. did not carry any activity in the business except 
raising of share capital, purchase of land, acquisition of plant and machinery and 
construction of factory sheds. 

  Though the company did not carry any activity during the year, the company has 
carried on certain activities like construction of factory shed, acquisition of plant and 
machinery etc. In such a case, it is necessary to provide for depreciation and other 
expenses. 

  The mere fact that there was no activity proceeded during the year cannot be the 
basis for not preparing the Statement of Profit and Loss. Therefore, the 
management of the company would be suggested to prepare the statement of profit 
and loss or any other statement which is a part of financial statement. 

 (d) Auditing Procedures Using CAATs: CAATs may be used by Eco & Co., a firm of 
Chartered Accountants, in performing various auditing procedures, including the 
following-  
(i) tests of details of transactions and balances, for example, the use of audit 

software for recalculating interest or the extraction of invoices over a certain 
value from computer records; 

(ii) analytical procedures, for example, identifying inconsistencies or significant 
fluctuations; 

(iii) tests of general controls, for example, testing the set-up or configuration of the 
operating system or access procedures to the program libraries or by using 
code comparison software to check that the version of the program in use is 
the version approved by management; 

(iv) sampling programs to extract data for audit testing;  
(v) tests of application controls, for example, testing the functioning of a 

programmed control; and  
(vi) Reperforming calculations performed by the entity’s accounting systems. 

4. (a) Disclosure in Audit Report: As per SA 570 “Going Concern”, when the auditor 
concludes that the use of the going concern assumption is appropriate in the 
circumstances but a material uncertainty exists, the auditor shall determine whether 
the financial statements- 
(i) Adequately describe the principal events or conditions that may cast significant 

doubt on the entity’s ability to continue as a going concern and management’s 
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plans to deal with these events or conditions; and 
(ii) Disclose clearly that there is a material uncertainty related to events or 

conditions that may cast significant doubt on the entity’s ability to continue as a 
going concern. 

In the given case, Giant Ltd. has sold out its manufacturing fixed assets during the 
year ending on 31st March, 2015. However, it intends to continue its operations as a 
trading company. Therefore, selling of manufacturing fixed assets does not affect 
the going concern assumption of the company. Additionally, while carrying out 
physical verification of fixed assets, a material discrepancy to the tune of Rs. 80,000 
was found, which was written off and disclosed separately in the Statement of Profit 
and Loss. Hence, this fact needs to be disclosed in the Audit Report as follows: 

  Para in the Audit Report- 
We have made our viewpoint from the facts of the case and on the basis of 
guidance drawn from AS 1. We report as under- 

  As per Accounting Standard (AS) 1, “Disclosure of Accounting Policies”, “the 
enterprise is normally viewed as a going concern that is as continuing its operation 
for the foreseeable future. It is assumed that the enterprise has neither the intention 
nor the necessity of liquidation or of curtailing materially the scale of its operations.” 
Although the company has disposed off its manufacturing fixed assets during the 
financial year ending on 31-03-2015, it is still a going concern in the form of a 
trading company. We also report that on physical verification of other fixed assets, a 
material discrepancy to the tune of Rs. 80,000 was noticed and that the same has 
been properly dealt with in the books of account. 

 (b) Current Period Consolidation Adjustments: Current period adjustments are those 
adjustments that are made in the accounting period for which the consolidation of 
financial statements is done. Current period consolidation adjustments primarily 
relate to elimination of intra-group transactions and account balances. The auditor 
should review the memorandum records to verify the adjustment entries made in the 
preparation of consolidated financial statements. This would also help the auditor in 
ascertaining whether there is any difference in the elimination. Following are the 
current period consolidation adjustments to be taken into account, while making 
consolidation of financial statements- 
(i) Elimination of intra-group transactions relating to interest or management fees 

etc. 
(ii) Elimination of unrealized intra-group profits on assets acquired from other 

subsidiaries. 
(iii) Elimination of intra-group indebtedness. 
(iv) Adjustments for harmonizing different accounting policies of parent unit and its 

subsidiaries. 
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(v) Adjustments for impairment loss that might exist for goodwill. 
(vi) Adjustment for significant events that occur between date of financial 

statements of the parent and of its components when the date/s of financial 
statements of components are different from the reporting date. 

(vii) Determination of movement in equity attributable to the minorities since the 
date of acquisition of the subsidiary. 

(viii) Treatment of minority interests’ share of the losses, if such losses exceed the 
minority interests’ share in the equity. 

(c) Independent Director under Clause 49 of the Listing Agreement:  As per Clause 
49 of the listing agreement, an Independent Director shall mean a non-executive 
director, other than a nominee director of the company: 
(1)  who,  in  the  opinion  of  the  Board,  is  a  person  of  integrity  and  possesses 

relevant expertise and experience; 
(2) (i)  who is or was not a promoter of the company or its holding, subsidiary or 

associate company; 
 (ii)  who is not related to promoters or directors in the company, its holding, 

subsidiary or associate company; 
(3) apart from receiving director's remuneration, has or had no pecuniary 

relationship with the company, its holding, subsidiary or associate company, or 
their promoters, or directors, during the two immediately preceding financial 
years or during the current financial year; 

(4)  none of whose relatives has or had pecuniary relationship or transaction with 
the company, its holding, subsidiary or associate company, or their promoters, 
or  directors, amounting  to  2% or more of its gross turnover or total income or 
Rs. 50 lakhs or such higher amount as may be prescribed, whichever is lower,  
during  the two immediately preceding financial years or during the current 
financial year; 

(5) who, neither himself nor any of his relatives — 
 (i)  holds or has held the position of a key managerial personnel or is or has 

been employee of the company or its holding, subsidiary or associate 
company in  any of  the three  financial  years  immediately  preceding the 
financial year in which he is proposed to be appointed; 

 (ii) is or has been an employee or proprietor or a partner, in any of the three 
financial  years immediately preceding the financial year in which he is 
proposed to be appointed, of — 
(A)  a firm of auditors or company secretaries in practice or cost auditors 

of the company or its holding, subsidiary or associate company; or  
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(B)  any legal or a consulting firm that has or had any transaction with 
the company, its holding, subsidiary or associate company 
amounting to ten per cent or more of the gross turnover of such firm; 

 (iii)  holds together  with  his  relatives  2% or more of  the  total  voting power 
of the company; or 

 (iv)  is a Chief Executive or director, by whatever name called, of any non-
profit organisation that receives 25% or more of its receipts from the 
company, any of its promoters, directors or its holding, subsidiary or 
associate company or that holds 2% or more of the total voting power of 
the company;  

 (v)  is a material supplier, service provider or customer or a lessor or lessee 
of the company; 

(6) who is not less than 21 years of age. 
5. (a) Restrictions on Investment of Funds of a Central Co-operative Society: 

Provisions of the Co-operative Societies Act, 1912 (Central Act) put some 
restrictions on investments of funds of a Central Co-operative Society. According to 
Section 32 of the Central Act, a Central Co-operative Society may invest its funds 
only in any one or more of the following- 
(i) In the Central or State Co-operative Bank. 
(ii) In any of the securities specified in Section 20 of the Indian Trusts Act, 1882. 
(iii) In the shares, securities, bonds or debentures of any other society with limited 

liability. 
(iv) In any co-operative bank, other than a Central or State co-operative bank, as 

approved by the Registrar on specified terms and conditions. 
(v) In any other moneys permitted by the Central or State Government. 

  In the principal provision relating to the investments of funds of a Co-operative 
Society, the Central as well as State Acts does not mention anything about the 
investment of reserve fund outside the business specifically. 

 (b) Audit of a Hire Purchase Finance Company: Following are the exceptional points 
to be kept in mind while auditing an NBFC providing finance on hire purchase of 
assets- 
(i) Ascertain whether the NBFC has an adequate appraisal system for extending 

hire purchase finance. The system of appraisal is basically concerned with 
obtaining information regarding the credit worthiness of the hirer, his 
experience in the field, assets owned, his past track record and future 
projections of his income. 

(ii) Verify that the payment for acquiring an asset should be made directly to the 
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supplier/dealer and that the original invoice has been drawn out in the name of 
the NBFC. 

(iii) In the case of high value hire purchase items relating to machinery/equipment, 
an auditor should ascertain whether the valuation reports and installation 
reports are called for. In case of some high value items, he should also 
physically verify the asset in possession of the hirers, particularly in a situation 
where he has any doubts as regards the genuineness of the transaction. 

(iv) If the hire purchase finance is against vehicles, check whether the registration 
certificate contains an endorsement in favour of the hire purchase company. 

(v) The auditor should verify whether the NBFC has a system in place for verifying 
the hire purchase assets periodically to ensure that the hirers have not sold the 
assets or otherwise encumbered them. 

(vi) Check whether hire purchase instalments are being received regularly as and 
when they fall due. Check whether adequate provision has been made for 
overdue hire purchase instalments as required by the NBFC Prudential Norms 
directions. 

(vii)  Examine the method of accounting followed by the hire purchase finance 
company for appropriation of finance charges over the period of the hire 
purchase contract. Ascertain that there is no change in the method of 
accounting as compared to the immediately preceding previous year. 

(viii) Verify that the assets given on hire purchase have been adequately insured 
against. 

(ix) In case the goods are repossessed by the hire purchase finance company on 
account of non-repayment of hire purchase instalments, verify that the 
repossessed goods have been valued on a realistic basis by the hire purchase 
finance company. 

(c) Reporting for Receipt of Shares, the Aggregate Fair Market Value of Which 
Exceeds Rs. 50,000: In this case, ABC Pvt. Ltd. is a company, other than a 
company in which the public are substantially interested. During the previous year 
2014-15, the company received property, being shares, for no consideration, the 
aggregate fair market value of which is Rs. 75,000.  
Provisions and Explanations: A tax auditor has to furnish the details of shares 
received during the previous year, under clause 28 of Form 3CD, in case, the 
assessee has received any property, being share of a company not being a 
company in which public are substantially interested, without consideration or for 
inadequate consideration as referred to in section 56(2)(viia) of the Income Tax Act, 
1961.  
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Section 56(2)(viia) provides that where a firm or a company not being a company in 
which the public are substantially interested, receives, in any previous year any 
property being shares of a company not being a company in which the public is 
substantially interested,  
(i)  without consideration, the aggregate fair market value of which exceeds Rs. 

50,000, the whole of the aggregate fair market value of such property;  
(ii)  for a consideration which is less than the aggregate fair market value of the 

property by an amount exceeding Rs. 50,000, the aggregate fair market value 
of such property as exceeds such consideration,  

  shall be chargeable to income-tax under the head “Income  from other sources”. 
  The fair market value of shares means the value as determined in accordance with 

the method prescribed in Income Tax Rules, 1962. 
  Conclusion: As per the facts of the case, provisions and explanations given above, 

the income generated by ABC Pvt. Ltd., being whole of the aggregate fair market 
value of shares received (i.e. Rs. 75,000), is chargeable to income-tax under the 
head “Income from other sources” as per section 56(2)(viia) of the Income Tax Act, 
1961.  

  Therefore, the tax auditor of ABC Pvt. Ltd. is required to furnish the details of such 
shares received under clause 28 of Form 3CD. The contention of the management 
of the company, for not reporting such receipt of shares, is not acceptable. 

6. (a) The Factors Responsible for High Employee Attrition Rate: The internal auditor 
of Perfect Ltd. is required to consider the following factors in analyzing the high 
employee attrition rate- 
(i) Job Stress & work life imbalance. 
(ii) Wrong policies of the Management. 
(iii) Unbearable behaviour of Senior Staff. 
(iv) Safety factors. 
(v) Limited opportunities for promotion. 
(vi) Low monetary benefits. 
(vii) Lack of labour welfare schemes. 
(viii) Whether the organization has properly qualified and experienced personnel for 

the various levels of works? 
(ix) Is the number of people employed at various work centres excessive or 

inadequate? 
(x) Does the organization provide facilities for staff training so that employees and 

workers keep themselves abreast of current techniques and practices? 

© The Institute of Chartered Accountants of India



 (b) Procedure, Powers etc. of Inspectors: Section 217 of the Companies Act, 2013 
states the procedures, powers of the Inspectors as follows- 
(i) Duty of officers and employees of the company towards inspector: It shall 

be the duty of all officers and other employees and agents including the former 
officers, employees and agents of a company which is under investigation to 
preserve and to produce to an inspector or any person authorised by him, all 
books and papers relating to the company or the person; and to provide 
assistance in connection with the investigation which they are reasonably able 
to give. 

(ii) Inspector may ask information from any body corporate: The inspector 
may require any body corporate, other than a body corporate referred to in 
point(1), to furnish such information to, or produce such books and papers 
before him as he may consider necessary. 

(iii) Not to keep Books and Papers in custody for more than 180 days: The 
inspector shall not keep in his custody any books and papers produced for 
more than 180 days and return the same to whom the books and papers were 
produced. 

 The inspector may call the books and papers again, if needed, for a further 
period of 180 days by an order in writing. 

(iv) Examine on oath: The inspector may examine on oath any of the persons 
referred above; and with the prior approval of the Central Government, any 
other person in relation to the affairs of the company, or other body corporate 
or person, as the case may be. 

(v) Inspector to possess all the Powers of Civil Court: The inspector, being an 
officer of the Central Government, making an investigation shall have all the 
powers as are vested in a civil court under the Code of Civil Procedure, while 
trying a suit in respect of specified matters under the Companies Act. 

(vi) Assistance of Officers of Government to Inspector: The officers of the 
Central Government, State Government, police or statutory authority shall 
provide necessary assistance to the inspector for the purpose of inspection, 
investigation etc. 

(vii) Evidence from place outside India: If in the course of an investigation into 
the affairs of the company, an application is made to the competent court in 
India by the inspector stating that evidence may be available in a country or 
place outside India, such court may issue a letter of request to a court or an 
authority in such country or place. 

 It may be noted that the letter of request shall be transmitted in such manner 
as the Central Government may specify in this behalf. 
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 (c) Comprehensive Audit of Public Enterprises: The scope and extent of audit of 
public sector enterprises is determined by the Comptroller and Auditor General of 
India. Audit of public enterprises in India is not restricted to financial and compliance 
audit; it extends also to efficiency, economy and effectiveness with which these 
operate and fulfill their objectives and goals. Another aspect of such audit relates to 
questions of propriety; this audit is directed towards an examination of management 
decisions in sales, purchases, contracts, etc. to see whether these have been taken 
in the best interests of the undertaking and conform to accepted principles of 
financial propriety. Comprehensive audit involves assessing efficiency and 
effectiveness of public enterprises in its entirety to be conducted on the basis of 
certain standards and criterion. Public enterprises have been set-up with socio-
objectives. An objective assessment with reference to such objectives’ fulfillment 
would require comprehensive audit. 
Areas to be covered: The areas covered in comprehensive audit will naturally vary 
from enterprise to enterprise depending on the nature of the enterprise, its 
objectives and operations. Some of the broad areas are listed below- 
(i) Comparison of overall capital cost of the project with the approved planned 

costs. 
(ii) Production or operational outputs vis-a-vis under-utilisation of the installed 

capacity. 
(iii) Systems of project formulation and implementation. 
(iv) Planned rate of return. 
(v) Cost control measures. 
(vi) Research and development programmes. 
(vii) System of repairs and maintenance. 
(viii) Adequate purchase policies. 
(ix) Effective and economical procedures. 
(x) Project planning. 
(xi) Undue waste, unproductive time for men and machines, wasteful utilisation or 

even non-utilisation of resources. 
7. (a) Facultative Re-insurance under Insurance Act: It is that type of reinsurance 

whereby the contract relates to one particular risk and is expressed in the 
reinsurance policy. This is the oldest method of reinsurance and it necessitates 
consideration of each risk separately. Each transaction under facultative 
reinsurance has to be negotiated individually. Each party to the transaction has a 
free choice, i.e., for the ceding company to offer and the reinsurer to accept. The 
main drawbacks of this type of insurance are the volume of work involved and time 
taken to cover the risk. It is, however, still used even today, mainly when:  
(i) automatic covers have already been exhausted. 
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(ii) the risk is excluded from the Treaties. 
(iii) the insurer does not want his reinsurance treaties overburdened with 

particularly heavy and abnormal risks. 
(iv) the insurer has no automatic cover at his disposal in a particular branch, where 

he issues policies rarely. 
(v) the nature of business is such that technical guidance or consultation with the 

reinsurer is required at every stage of acceptance of the risk itself or for a type 
of business where the number of risks is very small, for example, in atomic 
energy installations, oils rigs, etc. 

 (b) Reversal of Income under Bank Audit: If any advance, including bills purchased 
and discounted, becomes NPA as at the close of any year, the entire interest 
accrued and credited to income account in the past periods, should be reversed or 
provided for if the same is not realised. This will apply to Government guaranteed 
accounts also. 
In respect of NPAs, fees, commission and similar income that have accrued should 
cease to accrue in the current period and should be reversed or provided for with 
respect to past periods, if uncollected. 

  Further, in case of banks which have wrongly recognised income in the past should 
reverse the interest if it was recognised as income during the current year or make 
a provision for an equivalent amount if it was recognised as income in the previous 
year(s). 

(c) Environmental Audit: To understand environmental audit, firstly environmental 
reporting need to be understood. Environmental reporting deals with the disclosure 
by an entity of environmentally related data, regarding environmental risks, 
environmental impacts, policies, strategies, targets, costs, liabilities or 
environmental performance to those who have an interest in such information as an 
aid to enabling/enriching their relationship with the reporting entity via either the 
annual report; a stand-alone corporate environmental performance report; or some 
other medium (e.g. staff newsletter, video, CD ROM, internet site). The reports that 
are generated after such audits can be either compliance-based reporting or impact-
based performance reporting. 

 Environmental audit deals with verification of information contained in such reports 
with a view to expressing an opinion thereon. Environmental audit can be performed 
by external agencies or internal experts (including internal auditors). In practice, 
environmental audit is not done by a single agency but by various agencies who are 
experts in the field. Since the subject matter of environmental audit involves multi-
disciplinary knowledge and skill, it is preferable to form a team of persons drawn 
from different disciplines who may assist the chartered accountant in performing the 
task in an effective manner, generally environmental audits are not required by any 
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statute but are sometimes done at the request of the management to address 
issues like compliance with environmental laws and regulations, etc. 

(d) Cut-off Procedures: Cut-off procedures mean procedures employed to ensure the 
separation of transactions at the end of one year from those in the commencement 
of the next year. Usually, the problem of overlapping is found in inventory 
accounting since quite often goods are sold but passed on to the buyer only after 
the year is over or goods are bought but received only after the close of the year. 
This situation may create considerable problem for the proper stock taking of 
inventory. Therefore, the principal areas of application of cut-off procedures involve 
sales, purchases and stock. The auditor should satisfy himself by examination and 
test check that these procedures adequately ensure that: 
(i) Goods purchased for which property has passed to the client have in fact been 

included in inventories and that the liability if any, has been provided for. 
(ii) Goods sold have been excluded from the inventories and credit has been taken for 

sales. 
 The auditor may examine a sample of documents evidencing the movement of 

stocks into and out of stores, including documents pertaining to period shortly 
before and shortly after the cut-off date, and check whether the stocks represented 
by those documents were included or excluded, as appropriate, during the stock-
taking. 

 (e)  Peer Review: The term "peer" means a person of similar standing and term 
"review" means conduct of re-examination or retrospective evaluation of the subject 
matter. In general, for a professional, the term "peer review" would mean review of 
work done by a professional, by another professional of similar standing.  ‘Peer 
Review’ is defined as, a regulatory mechanism for monitoring the performances of 
professionals for maintaining quality of service expected of them for enhancing the 
reliance placed by the users of financial statements for economic decision-making. 

 As per the Statement of Peer Review issued by the Institute of Chartered 
Accountants of India, Peer Review - means an examination and Review of the 
systems and procedures to determine whether the same have been put in place by 
the Practice Unit for ensuring the quality of assurance services as envisaged by the 
Technical, Professional and Ethical Standards and whether the same were 
consistently applied in the period under review. The examination and review of a 
practice unit would be carried out by a "reviewer", i.e., a member, selected from a 
panel of reviewers maintained by the Board. The term "practice unit" means 
members in practice, whether practicing individually or as a firm of Chartered 
Accountants. 
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