
 Test Series: February, 2015 
MOCK TEST PAPER - 1 

FINAL COURSE: GROUP – I 
PAPER – 3: ADVANCED AUDITING AND PROFESSIONAL ETHICS 

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

Time Allowed- 3 Hours Maximum Marks -100 
1. (a) While auditing Galaxy Limited, Mr. GN, the statutory auditor of the company, came 

to know that some of the trade payables are outstanding as it is from previous year 
in the Balance Sheet of current year. Mr. GN, therefore, requested written 
confirmation of balances from such trade payables. In the list of confirmations 
request sent, one of the trade payables, having outstanding balance of Rs. 12 
lakhs, sent his confirmation through an electronic mail. Mr. GN is in doubt about the 
reliability of the response to such confirmation request. You are required to explain 
what are the further procedures required to rely on such responses received 
electronically. 

(b) Innocent Ltd. entered into an agreement with Mr. Intelligent on 15th March, 2014, 
whereby it agreed to pay him Rs. 6 lakhs per month as retainership fee for 
consultation in IT department. However, no amount was actually paid and Rs. 72 
lakhs was provided in the Statement of Profit and Loss for the year ending on 
March 31st, 2014.  
Management of the company uttered that need-based consultation was obtained 
throughout the year. However, on investigation, no documentary or other evidence 
of receipt of such service was found. As the auditor of Innocent Ltd., what would be 
your approach? 

(c) Happy Ltd. is engaged in the production of cotton. In January, 2011, the 
management of the company decided to expand its business and started 
manufacturing cotton shirt. For such expansion, it required fund of Rs. 90 lakhs 
which was financed from Fine Bank. The loan was repayable in 10 equal yearly 
instalments (including interest) of Rs. 10 lakhs beginning from 31st March, 2011 
onwards. The company was regular in payment of instalments till 31st March, 2014. 
Due to improvement in financial condition of the company, it decided for onetime 
settlement for its outstanding loan. Subsequently, Fine Bank rescheduled the loan 
to Rs. 55 lakhs to be repaid in August, 2014.  

 The accountant of the company has disclosed the said loan under the head “Long-
term Borrowings” in the Balance Sheet of the company for the financial year 2013-
14. As the auditor of Happy Ltd., kindly guide the management with regard to 
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disclosure of such liabilities in accordance with Schedule III of the Companies Act, 
2013?  

(d) Roadrash Ltd. commenced construction of a flyover in Delhi in February, 2013. The 
same was completed in March, 2014.  Due to seasonal heavy rains in August, 2013 
in the area, the work on the flyover had to be suspended for 1 month.  The company 
accordingly suspended borrowing costs of Rs. 15.50 lakhs for that month from 
capitalisation. As a statutory auditor, how would you deal? (5 × 4 = 20 Marks) 

2. Comment on the following with reference to the Chartered Accountants Act, 1949 and 
schedules thereto: 
(a) Mr. Altar, a Chartered Accountant, is employed as a paid Assistant with a Chartered 

Accountant firm. On 31st December, 2013 he leaves the services of the firm. 
Despite many reminders from ICAI he fails to reply regarding the date of leaving the 
services of the firm. 

(b) Mr. Clever, a Chartered Accountant was invited by the Chamber of Commerce to 
present a paper in a conference on the issues facing Indian IT Industry. During the 
course of his presentation, he shared some of the vital information of his client’s 
business under the impression that it will help the Nation to compete with other 
countries at international level.  

(c)  Mr. Unlucky, a Chartered Accountant, was in practice since last 30 years. 
Unfortunately, he died in a road accident. His widow sold the practice to Mr. Lucky, 
another Chartered Accountant in practice, for Rs. 30 lakhs. The price also included 
the right to use the firm name. Would it amount to sharing of fees with widow of Mr. 
Unlucky who is a non-member.  

(d) An advertisement was published by Mr. Dozy, a member of the Institute, in a 
Newspaper containing the photograph of him, wherein he was congratulated on the 
occasion of the opening ceremony of his office.           (4 × 4 = 16 Marks) 

3. (a) Apsara Ltd. is a company in which 15% shares have been held by Bihar 
Government, 10% by Jharkhand Government and 30% by Uttar Pradesh 
Government. During the year, Apsara Ltd. invested in 60% shares of Angel Ltd., a 
newly incorporated company. The Board of Directors of Angel Ltd. could not 
appointed the auditor within 30 days from the date of registration of the company, 
so it informed the members of the company to appoint such auditor. Later on, the 
members appointed the first auditor. Comment. (4 Marks)  

(b) Mr. A is the director of OPQ Ltd. He has 30% shareholding in the company. Mr. B, 
Mr. A’s step-son, is a renowned practicing Chartered Accountant in India. He has 
been practicing for 10 years and auditing is his forte. Mr. A isn’t in touch with Mr. B 
for 6 years due to some personal disputes but is quite impressed with his work 
professionally. The members of the company wanted Mr. B to be appointed as the 
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statutory auditor of the company. Consequently, Mr. B was appointed by OPQ Ltd. 
Examine the validity of appointment of Mr. B.                 (4 Marks) 

(c) Ms. Mini, the statutory auditor of X Ltd., got engaged to Mr. Max. They both decided 
to settle abroad after marriage. Consequently, she resigned from the office of 
auditor of X Ltd. Due to the resignation of the existing auditor, the Board of 
Directors of X Ltd. appointed Mr. Giant, a practicing Chartered Accountant, as the 
statutory auditor for one year. You are required to state whether the appointment 
made by the Board is valid?             (4 Marks)  

(d) Explain the liability of the auditor under section 35 of the Companies Act, 2013, for 
making an untrue statement in the report (as an expert forming a part of the 
prospectus).  (4 Marks) 

4. (a) While doing the audit of Consolidated Financial Statements, which current period 
consolidation adjustments are to be taken into account?      (4 Marks) 

(b)  Under the applicable Standard 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? (6 Marks) 

(c) State the main features of the Qualified and Independent Audit Committee set up 
under Clause 49 of the listing agreement.                       (6 Marks) 

5. (a) While auditing a general insurance company for the financial year 2013-14, you 
observed that a policy has been issued on 25th March, 2014 for fire risk favouring 
one of the leading corporate houses in the country and was reflected as premium 
receivable in the Books of Accounts. The premium was, however, collected on 5th 
April, 2014. The company contends that it has usual practice to collect premium on 
later dates in respect of big customers. You further noticed that there was a fire 
accident in the premises of the insured on 31st March, 2014 and a claim was 
lodged for the same. The insurance company also made a provision for claim. 
Please guide.            (4 Marks) 

(b) M/s AB & Associates has been appointed as an auditor of an investment company 
which mainly deals in acquisition of shares and securities of other companies. 
Mention any 6 points which should be kept in mind while auditing such Non-banking 
Finance Company.                       (4 Marks) 

(c) AB Ltd. is a company in which public are not substantially interested. During the 
previous year 2013-14, the company issued shares to residents of India and 
provides you the following data related to such issue: 

 No. of shares issued  1,00,000 
 Face Value   Rs. 10 per share 
 Fair Market Value (FMV) Rs. 60 per share 
 Consideration received  Rs. 80 per share 
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 The management of the company contends that, it is a normal issue of shares, thus, 
needs not to be reported. As the tax auditor of AB Ltd., how would you deal with the 
matter in your tax audit report?  (4 Marks) 

(d)  XY Ltd. is engaged in the production of machinery and mechanical appliances used 
in defence sector. Mr. AB, a practicing Chartered Accountant, was appointed as an 
auditor of XY Ltd. for the year 2013-14. During the year, the management of the 
company came to know about the requirement of maintaining cost records in their 
books of account and get it audited. In a general meeting, the members of the 
company appointed Mr. AB, the statutory auditor of the company, to conduct such 
cost audit.   

 You are required to examine the validity of appointment of Mr. AB as Cost Auditor. 
   (4 Marks) 

6. (a) A company engaged in manufacturing of chemicals is consistently recording higher 
sales turnover, but declining net profits since the last four years. You have been 
appointed as an investigator to find out the reasons for the same. What are the 
points you would verify?  (6 Marks) 

(b) AB & Co., a Chartered Accountant firm has been appointed for conducting a 
performance audit of a company. Briefly explain the factors, which should be 
considered by AB & Co., while planning such performance audit?       (4 Marks) 

(c) Explain in brief the behavioural aspects encountered in the management audit and 
state the ways to solve them.            (6 Marks) 

7. Write short notes on any four of the following: 
(a) Special Report by auditor to Registrar of Co-operative Societies  
(b) Tolerable Misstatement and Tolerable Rate of Deviation 
(c) Areas excluded from the scope of peer reviewer 
(d) Corresponding figures 
(e) Sauda Book.  (4 × 4 = 16 Marks) 
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