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Scanner of Past Examination Questions (Nov. 2009 - Nov. 2016)

. Q| Marks | Suggested
ttermpt uestions
No. Q Answer
Comment on the following situation: XYZ Ltd. Co. gave a donation of
Rs.50,000 each to a Charitable Society running a school and a trust set
Refer Answer
2(a)* | up for the service of Blind during financial year ending on 31st March, 8
of Q. No. 13
2009. The average net profits of the company for the last three years
N-09 were 15 lakhs.
Refer Answer
7(b) | Goods sent out on Sale or Return Basis. 5
of Q. No. 25(e)
Refer Answer
8(b) | Cut Off Arrangements 5
of Q. No. 26
A trader is worried that inspite of substantial increase in sales
compared to earlier year, there is considerable fall in Gross Profit
after satisfying himself that sales and expenses are correctly recorded 10 Refer Answer
3*
and that the valuation of inventories is on consistent basis, he wants of Q. No. 24A
M-10
to ensure that purchases have been truthfully recorded.
How will you proceed with this assignment?
) How would you vouch/verify the following: Receipt of Capital E Refer Answer
7(b)”
subsidy. of Q.No. 17(a)
. = S , Refer Answer
4(c) | Write short note on: Verification of credit sales. 4
N-1 i of Q. No. 25(a)
-10 : ; :
7(a) What points shall an auditor keep in mind while auditing an account Refer Answer
a 4
of Bought Ledger having a debit balance? of Q. No. 30
M-11 2(b) List out some examples of fraud that can be done by ledger keeper in Refer Answer
= b 8
Bought ledger and sales ledger. of Q. No. 28
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4(a) | Give various factors which result in increase in Gross profit. 8 Refer Answer |
of Q. No. 21
7(e) | Write short note on: Cut-off procedure. 4 Fowher Arime.|
of Q. No. 26
. Refer Answer |
- 1(b)* | Comment on the following: Vouching of payment of taxes. 5 of G No-s:(r: )r
7(c) | Write short notes on: Audit of sale of Investments 4 Refer Answer
of Q. No. 15(c)
Refer Answer |
3(a) | How will you verify/ vouch the retirement gratuity to employees? 6 of Q. No. 7(h)
M-12 R
7(b) | Write short note on: Preliminary Expenses. 4 Reter Answer
' of Q No. 9(a)
6(b) Explain, what are the factors to be considered while "Vouching of 8 Refer Answer |
travelling expenses”? F__?f 70- NO-_?(bL
N-12 7(a) | Write short notes on: Audit of discounted bills receivable dishonored. 4 Roter Answer
" of Q. No. 19(c)
| — - Fiatar Arwef
7(d) | Write short note on: Cut-off arrangements. 4 of Q. No. 26
L vy | Cormect/incorrect POR Lia.inchude underwriting commission and [, gy
M-13 stamp duty as preliminary expenses. of Q. N‘.’_‘ _3‘ “L
4(b) | How will ycmivc;n:—h; ;\;»nfy the folk)wmqn— F;urchmc :m;; invoice 4 Refer Answer
of Q. No. 23(b)
atis How will you vouch/verify the following Remuneration paid to . Refer Answer |
directors. of Q. No. 4(b)
Ao) How will you vouch/verify the following Assets acquired on hire « Refer Answer
%13 purchase e 7 - - of Q. Ni 5(c)
4 How will you vouch/verify the following: Profit or loss arising on sale A Refer Answer
of plots held by real estate dealer of Q. No. 22A
4(d) | How will you vouch/verify the following: Advertisement expenses. 4 Risfer Angwiat
of Q. No. 8(a)
1b)" As an auditor what are the essential boints to be borne in mind while . Refer Answer
examining a voucher? of Q. No. 1
Corr&t;/ll_r;carire*gt_:_fhreAWth Time Director of a public company is Refer Answer
= automatically entitled for remuneration. 2 of Q. No. 31(2)
2(i%) ABC Ltd., a government company came into existence in year 2012, 2 Refer Answer
M-14 donated Rs. 50,000 to a political party. of Q. No.31(3)
3(a) | How will you vouch/verify the following: Preliminary expenses 4 Rator Answee
of Q. No. 9(a)
3(b) | How will you vouch the following: Recovery of bad debts written off g4 | Reforfnswer
J | of Q. No. 19(b)
( 3(c) J Write short note on: Cut-off arrangement/ procedures. 4 Fator Aemswier
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—_— fQ.No. 7(h
6(c) | Casting or totaling i« | | cfQNo7 |
SIS SRS S - 9 an important tool of audit for an AUditOT Refer Anﬁwer
—— . fQ. No. 3
3(a) | How will e —— ] R o
YOU vouch the following: Rental receipts Rere; Anc.w(er
of Q. No. 16(b)
M-15 3(b) | How will yo e
YOu vouch the followmg Repair to Assets R(fef(;erh?ns;n(f:;
D of Q. No.
3(d) | How wi
il you vouch the followmg Insurance Claims Rfe(fle;‘ An?\g(er)
v | Correct/ Incor - Sone o) |
2(vii) inflating casr, fect: Teeming and lading is one of the techniques of Refer Answer
— Sh payments,
CES—— Fou ey : of Q. No.31(4)
3(a) A ‘ Y the following: Refund of General Insurance Refer Answer
L M paid. of Q. No. 18(b)
3(b) | How will You verify the following: Payment of Taxes. Refer Answer
———— of Q. No.6(a)
- 3(c) | How will You verify the following: Sale Proceeds of Junk Material, Iie;e;in:;e;
- 0 . A
As the statutory auditor of A Ltd., you have observed that the gross
5(b) profit of the COmpany has decreased in comparison to last years. Refer Answer
Mention the Possible factors which may responsible for decrease in of Q. No. 22
gross profit,
7(a) Write short note on: Remuneration Paid to director of a public Refer Answer
company. of Q. No. 4(b)
. Refer A
7(b) | Write short note on; Payment for acquisition of asset, SerAnswer
of Q. No. 5(a)
: . : - Refer Answer
3(a) | How will you vouch/verify the following: Preliminary Expenses.
of Q. No. 9(a)
; : : : _ Refer Answer
3(b) | How will you vouch/verify the following: Custom and Excise Duties. £Q. No. 6(b)
of Q. No.
M-16
304 How will you vouch/verify the following: Recovery of bad debts Refer Answer
(@ written — off of Q. No. 19(b)
6 State the factors to be considered to verify the validity of any Refer Answer
[
(c) transaction. of Q. No. 1
. g . - IE Refer Answer
i i owing: Foreign Travel Expenses.
3(a) | How will you vouch/verify the follow g g p of Q. No. 7(c)
. . . Refer Answer
3(b) | How will you vouch/verify the following: Receipt of Capital Subsidy of Q. No. 17(a)
Refer Answer
N-16 3(c) | How will you vouch/verify the following: Royalties received. of Q. No. 16(c)
How will you vouch/verify the following: Goods sent out on Sale or Refer Answer
3(d .
(@ Return basis. of Q. No. 25(c)
Refer Answer
7(d) | Write short note on: Scrutiny of General Ledger of Q. No. 29
* compulsory Questions
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ING & CONSIDERATIONS o
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Q.1 | Write short note nn:i\ilc;héhir_t_gr.f

or
Discuss the following: As an auditor what are the essentials points to be borne in mind whj,
examining a voucher? [May 14 (5 Marks)}
Or
Define vouching. Also discuss the essential points to be borne in mind while examining a voucher,
Oor
State the factors to be considered to verify the validity of any transaction. [May 16 (4 Marks))
—

Answer: Vouching:
*  Vouching may be defined as act of examining vouchers. Its basic objective is to establish the
authenticity of the transactions recorded in the primary books of account.

Vouching may be classified as substantive audit procedure which aims at verifying the
genuineness and validity of a transaction contained in the accounting records.

It consists of comparing the entries in the books with the particulars in the vouchers as regards

date, amount, name of party etc.
Vouching is used to ensure that various transactions for the period are fairly & truly recorded in

the books.

Considerations during Vouching:
(a) Verify that all transactions recorded in the books of accounts are supported by documentary

evidence.
(b) No transaction has been recorded which does not related to business.

(c) To see that transaction has been recorded on and under the proper date.
(d) Ensure that date of voucher falls within the accounting period.

(e) Ensure that voucher is made out in the client’s name.

(f) Ensure that voucher is duly authorized.

(g) Whether accuracy has been observed while totaling, carry forward and recording an amount in

the account.
Q.2 | Discuss the following: In vouching payments, the auditor does not merely check proof that money has

l been paid away.

Answer: Vouching of Payments:
Statement is correct, as the object of vouching is not merely to ascertain that money has been paid

away, but also to obtain reasonable assurance with regard to various assertions like authorisation,

completeness, cutoff, classification, validity etc.

Considerations during vouching: Refer Q. No. 1

|
I5.2 - AUDITING OF CASH TRANSACTIONS _ _, |
%3 Casting or Totalling is an important tool of audit for an auditor. Commént. = ‘[‘I\Iov. 14 (4 Mark;)l

Answer: Casting or Totalling:

e Casting is an important tool for an auditor as it helps the auditor in detecting the fraud

associated with wrong totalling.
M
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“ *  Sometimes the tot

the expenses are

entered. Such a fraud can be detected only if the totals of the wage bill are

al of an expenses like wages are inflated by over totaling the column in which t ;
checked, Similariy, '

a cashier may misappropriate receipts from account receivables by under-

totali ‘ . ‘
aling the receipts column of the cash book. Such shortages in cash may be covered up by over

totaling. Such frauds can be detected only if the totals of the cash book and the general ledger
are checked,

[t

The frauds that may be detected with the help of casting may be listed as below:
1.

2.
3.

=

under casting the receipt side of the cash book:

Over casting the payment side of the cash;

fictitious entries being made in the cash column to show that amounts have been deposited

In the account when, in fact, no deposit has been made,;

posting an amount of cash sale to the credit of a party and subsequently withdrawing the
amount; and

2 m o 28 VRO il - S

5. wrong totals or balances being carried forward in the cash book or in the ledger.

E - AUDIT OF PAYMENTS i

Q.4 | How would you vouch the following:

(a) | Personal Exp;ses of Directors met by a company.

Answer: Personal Expenses of Directors:

1. Check the articles of association, service contract, minutes of general meeting, etc, to

check the authorisation for such payment.

Enquire to ensure that personal expenses are not debited in any other revenue items as
contemplated u/s 143 (1) of the Companies Act, 2013.

3. Ascertain compliance with disclosure according to requirements of Schedule Il to the
Companies Act, 2013,

4. Check documentary evidences to examine the payments reimbursed.

(b) | Remuneration Paid to Directors [Nov. 13, Nov. 15 (4 Marks)]

Answer: Remuneration Paid to Directors:

1. Refer to General Meeting or Board meeting resolution for the appointment and terms of
appointment of the director.

2. Examine the Entitlement of remuneration payable to director as the directors are not
automatically entitled to remuneration, it is paid either according to the terms of articles
of association or in accordance with a resolution of the general meeting.

3. Examine Articles of Association and general meeting resolution to determine the mode of
payment-monthly, quarterly, or at a specified percentage of the net profits.

4, Check agreement with the director.

Verify director's attendance in the board meetings.

6. Ensure compliance with the provisions of Sections 197, 198 and Schedule V of the

Companies Act, 2013, where appropriate.

7. Check computation of the net profits under section 198 and the details of commission

payable as percentage of profits to directors.

M
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Answer: Advance given to Directors of a company:

1. Study the Articles of association to ascertain the powers of the company to g,
advances to director. G
Ensure compliance of Section 185 of the Companies Act, 2013.
Trace the amount paid to director with the bank statement.

Study the contract /loan agreement, terms, rate of interest and inquire whether they are
prejudicial to the interest of the company.

5. Obtain a confirmation from the director w.r.t. outstanding advances.

Check interest had been duly charged for the outstanding unless it is an interest free
advance.

7. The loan or advances made to the directors should be shown distinctly in the balance
sheet in compliance of Schedule |1] of Companies Act, 2013.

8. Ensure disclosures of related party transaction in notes to accounts as per the

requirements of AS 18

would you vouch the following:

(a)

1. Ensure that the purchase of asset must be approved by appropriate authority. Companies
Act. 2013 provides that only the Board of Directors can invest the funds of the company.
Thus the Board alone can sanction the purchase of a fixed asset.

Trace the amount paid for purchases with the bank statement.
Inspect the title deeds, in case of purchase of an immovable property and ensure that that
property has been registered in the client name

4. In case of movabie property like car or a ship which requires registration of ownership,
auditor must verified that registration has been made in favour of the client.

5. If the benefit of an item of expense has been acquired by the purchaser along with the
asset, its value should be debited to a separate account, €.9.. when a motor car has been
purchased on which certain taxes and insurance charges were paid by the seller for a
period that had not expired.

6. Inthe case of self constructed asset, auditor must verify that the cost of labour, materials
and other direct expenses incurred has been charged as cost of the asset on a proper
allocation of the total expenditure debited under these heads.

7. Ensure that expenses on repairs and maintenance have not been capitalised and the cost
of additions to assets should not be charged off as revenue expenses.

8. Ensure compliance of AS-10 and Schedule 111 to the Companies Act, 2013.

(b)

; of Motor Car. ' % . o T

Answer- Vouching of Purchase of Motor Car:
1. Ascertain whether the purchase of vehicle has been properly authenticated.
2. Check invoice of the vehicle dealer to confirm purchase price.

3. Examine registration with Transport Authorities to verify the ownership.

SNRT LAS , SR =5 RN
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] T 4. Ensure that 3| expenses relating to purchase of vehicle have been properly capitalized
and the same have been disclosed properly in the balance sheet.
(€) | Assets acquired on Hire Purchass _ ' [Nov. 13 (4 Marks)]
Answer Vouching of Assets acquired on Hire Purchase:

1. Ensure that purchase of assets on hire purchases basis has been duly approved by the
authorized person,

2. Examining the agreement regarding hire purchase to ascertain the terms and conditions,
the instalment and amount of interest included in the instalment.

3. Ensure that interest included in the instalment is not capitalised but is transferred to
revenue account.

Ensure that these assets are treated as assets acquired under finance lease as per AS 19.
Assets acquired under Hire Purchase System should be recorded at the full cash value
with corresponding liability of the same amount. In case cash value is not readily
available, it should be calculated presuming an appropriate rate of interest.

6. Hire purchased assets are shown in the balance sheet with an appropriate narration to
indicate that the enterprise does not have full ownership thereof.

(d) | Assets acquired on lease,
Answer: Vl;;mj\mﬁtﬁr;d on Lease:

1. tnspect the lease agreement to ascertain the amount of premium and other terms and
conditions of the lease.

2. Incase of operating lease, ensure that lease payment should be recognized as an expense
in the Statement of Profit and Loss on a straight line basis over the lease term.

3. In case of finance lease, ensure that all the substantial risks and rewards incidental to
ownership are transferred, considering the indication as prescribed in AS-19. The lessee
should recognise the lease as an asset and as a liability. Such recognition should be at an
amount equal to the fair value of the leased asset at the inception of the lease.

4. Ensure that assets acquired under finance lease are segregated from the assets owned.

If a part of the leasehold property has been sublet, examine the tenant's agreements.
Ensure compliance of AS-19 and disclosure requirements of Schedule Il to the
Companies Act, 2013,
() | Repayment of amount of foreign loan for purchase of an asseL. Rt
Answer: Vouching of repayment of foreign loan:

1. Examine the loan agreement to ascertain the terms and conditions w.r.t. rate of interest,
frequency of repayment, terms of security etc.

Check the remittances made during the year towards installments of repayments made.
Obtain confirmation for the outstanding balance.

4. Ensure that the year end liability of foreign loan should be translated to the rate of
exchange prevalent as on the closing date and the resultant gain or loss is to be credited
or debited to Statement of Profit and Loss in accordance with the AS 11.

Check banker exchange rate chart for correctness of the conversion.
Check RBI or other agencies’ permission for remittances outside India.

'mpiled by: CA. Pankaj Garg Page 65



1. Determine the date of purchase, amount of
(long term or short term) and nature of transaction

borns,

Compare the amount of purchase with quotation avariable.

Verify the amount paid towards purchase of investments.

Trace the amount in the bank staterments.

Obtain » schecule of investment from Management for physical verification at the yey
ered

Verify the investment certificate to confirm title
Confirm compliance with statutory provisions such as those of Companies Act, 2013
N accordance wigy

o W N

-

B Verify whether investments are duly disclosed in finarcial staternents
AS- 11 arwd Sehechide 11 to the f"()tﬂ{\nth‘ﬂ A‘? ;‘ﬂ‘ 3

M'VmﬂPdem:

1 Obtan the compuatation of income prepared by the client and verify wihether it is as pe
the Income tas Act, 196! and Risles made thers under

2 Reveew sdstrents swpenes draaiowed, special rebates etc. with particular reference
0 the last avaslalvie Cormpleted atsessment,

3 Esarwrw retevant records and documents pertaining to payment of advance tax, sew
assesument tan. TDS and other demands,

4 Paymert on sccowrt of reome tar and other [axes cONSequUent upon a reguiar
Fnesurent should be werified by reference to the copy of the assessment order ang
ot e of dermanrcd

5  Paymencts or advance payments of imcome tax thould also be verified with the notice of
devraned and the receipted ¢ Pallan schnowledgng the amount paid

6 Tre wrterest allowed on sdvance payments of Income-tax should be inchuded as incoms
#) peral interest charged for non payment should be debited to the interest account.

7 Ervure thet the requirements of AS 22 on Accounting for Taxes on Income’ have been

apgw o Latety fotkowed for the per o uncer auctit

Answer Vouching of Custom Duties:

1 Examine Cash Book Examine the payment of custom duties in the cash book with
reference to bell of entry

2 mna!mcwnmumacummmwmw
Butis of Entry w-zmcmmmmmwmcugmms

3 lmummlnmmdmm-.pwmm
mmm‘tmmnauumm“mr-mmmmumuomd

4 Duty Drawback In certamn cases. drawback of customs duty is allowed if goods
()mported or containing imported materials) are exported. The auditor should verify the

| chM&M&Mmewmwmmﬂauedﬁﬁ
drawback,
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Purchase of Quoted Investments N it ' =
Answer: Vouching of Purchase of Quoted Investments: . R
unt of purchase, nature of investments PUrChy,

1. Determine the date of purchase, amo ) (o xmrorl it
(long term or short term) and nature of transaction, i.e. erest /”ghv

bonus.

) i ailable.
Compare the amount of purchase with quotation av

i ments.
Verify the amount paid towards purchase Gf inves:

Trace the amount in the bank statements. hsical verificat]
sica ion
Obtain a schedule of investment from Management for phy o the yeg,

o s LN

end.

o

Verify the investment certificate to confirm title. .
Confirm compliance with statutory provisions such as those of Compar?les Act, 2013,
8. Verify whether investments are duly disclosed in financial statements in accordance With

AS-13 and Schedule |1l to the Companies Act 2013.
Q.6 | How would you vouch the following: N T

(a) | Payment of Taxes [Nov. 11, Nov. m

Answer: Vouching of Payment of taxes:
1. Obtain the computation of income prepared by the client and verify whether it is as pe,

the Income-tax Act, 1961 and Rules made there under.

2. Review adjustments, expenses disallowed, special rebates etc. with particular reference
to the last available completed assessment.

3. Examine relevant records and documents pertaining to payment of advance tax, self
assessment tax, TDS and other demands.

4. Payment on account of income-tax and other taxes consequent upon a reqular
assessment should be verified by reference to the copy of the assessment order and
notice of demand.

5. Payments or advance payments of income-tax should also be verified with the notice of
demand and the receipted challan acknowledging the amount paid.

6. The interest allowed on advance payments of income-tax should be included as income
and penal interest charged for non-payment should be debited to the interest account.

7. Ensure that the requirements of AS 22 on ‘Accounting for Taxes on Income’ have been
appropriately followed for the period under audit.

(b) | Customs and Excise Duties . Imay16 (4 Maﬂ;;)];

Answer: Vouching of Custom Duties:
1. Examine Cash Book: Examine the payment of custom duties in the cash book with
reference to bill of entry.

2. Examine Bill of Entry: Check the bills of clearing agents duly supported by receipted

where the custom duty has been paid by the Custom Agents.
Examination of disputed cases: |n the event of dispute where a provisional payment

Bills of Entry,

has been made, the amount determined as payable finally should be ascertained.

4. Duty Drawback: In certain Cases, drawback of customs duty is allowed if goods

(imported or containing imported Materials) are exported. The auditor should verify the

claim of duty drawback with reference to acknowledgement issued by Directorate of duty
drawback.

Compiled by: CA. Pankaj Garg Page 66
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Payment of Excise Duties

14

4.

The amount of duty paid must be checked with quantity of goods in respect of which the
Issue permits for the goods have been received.

Check the copy of the GAR-7 challan, if available in the file in respect of such payments, It
will serve as an additional evidence of the duty having been paid.

Ascertain the rates of excise duty and apply it to the total sales and see that the amount
actually paid does not exceed the amount thus calculated.

Ensure that CENVAT credit has been appropriately adjusted wherever allowed.

]

How would you vouch the following:

(a) | Payment of revenue Expenses.

Answer: Vouchihg of P_é-yméh—t of Revenue Expenées:

1. Ensure that all payments have been duly authorised by a competent authority and must
related to business.

2. Ensure that all payments have been received by the correct payee and acknowledged by a
receipt note or in the voucher itself.

3. Ensure that expenses relate to the period under audit and no personal expenses are
charged as business expenditure.

4. Examine whether all payments have been correctly recorded in the books under
appropriate sub-head.

5. Ensure that payments made in cash or through cheques are appropriately recorded in
cash or Bank book.

6. Ensure that if any payment relates to period that extends to next year, a proportionate
amount is carried forward as Pre-paid expenses.

(b) | Travelling Expenses R T [Nov. 12 (8 Marks)]
Answer: Vouching of Travelling Expenses: h |

1. Travelling expenses should be examined on the basis of client's policy for such
expenditure. In the absence of such policy, the expenditure should be vouched on the
basis of actual expenditure incurred. For this purpose, a voucher should be demanded for
all items of expenses incurred.

2. The voucher for travelling expenses should be examined with regard to name and
designation of the person claiming the amount, particulars of the journey, amount of
railway or air fare, amount of boarding or lodging expenses and other expenses claimed.

3. If expenditure was incurred by directors, the auditor should satisfy himself that these
were incurred in the interest of the business and that the directors were entitled for
reimbursement.

4. If the journey was undertaken by air, the counterfoil of the air ticket should be attached
to the voucher.

5. Particulars of boarding and lodging expenses should be verified independently.

Ensure that vouchers for travelling expenses should be authorised by some responsible
official.

7. If any advance taken against such travelling, adjustments thereof should be examined by

el | verifying entries in the books.

Compi
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Nswer: Vouching of foreign Travel Expenses:
Note: Points as covered in Vouching of Travel Expenses may be covered. (Refer aNsy,

/(b))
Additional points in relation to foreign travel expenses may be:
* Foreign currency drawn from authorised dealers for expenses abroad should be Verifieg

*  Check RBI permission, if r equired for withdrawing the foreign exchange.

er of

. qum compliance of AS- I T and Schedule 1.
e T P RS A 110 '""W
Answar VOUChmg of Repalr of assets: - T

1. Ascertain and evaluate the internal control system for authorisation of repairs to assetg,
Compare the payment for repairs with the estimate provided by the contractor,

Trace the payment made for repairs with the entry recorded in cash book.
Ensure that repairs of only revenue nature have been debited to repairs accounts,

a s, wnN

Repairs that had the effect of increasing the value of an asset or the life should be treataq

as capital expenditure.

6. Incase, it is not possible to form an opinion as regards the nature of repairs, a Certificatg
from the engineer under whose supervision the repairs were carried out should pe
obtained.

7. Ensure that repairs to certain assets like Building and machinery have been Separately

disclosed as per the requirements of Schedule |1l to Companies act, 2013.

(e)

Premium Paid for Insurance of Motor Car. i ; a -

—_—

Answer: Vouching of Insurance Premium:
1. Examine the insurance cover note or policy document issued by the insurance company
to verify the car no., period of insurance coverage, amount of premium paid etc.
2. Verify that "no claim bonus” is given, where entitled, by the Insurance Company.
3. Ensure that proper adjustment is made for pre-paid insurance premium.

4. Trace the payment from bank statement.

®

Wages paid to seasonal labourer

Answer: Vouching of Wages paid to seasonal labourer:

1. Ascertain and evaluate the internal control system for recruitment and usage of seasonal
labourers.

2. Ensure that these labourers are hired under authority and pay rates are authorized at
appropriate levels.

3. Ensure that the attendance is properly checked by the Time Keeping department.

4, Check that the certificate regarding work done by the labourers has been given by the
proper person, in case the labourers have been appointed on a per piece basis.

5. Check the computation of wages payable to the labourers, after taking into account the
deductions.

6. Confirm that all the payment to the labourers have been acknowledged.

7. See the time and job records, to ensure that the labourers have been paid for time
worked. See the treatment of abnormal idle time.

8. Reconcile the number of seasonal labourers on payroll as per the Personnel
Department'’s records vis-a-vis the number of labourers to whom the wages have been

Compiled by: CA. Pankaj Garg
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— [ (g) | Production incentive paid to workers. ; [May 09 (5 Marks)]
Answer: \Iouch_iunggiﬁroduction Incentive:

1. Trace the total production incentive paid to workers from Statement of Profit and Loss to
Prime records/division wise/dept wise records.

2. Obtain the details of incentive scheme from the management and check whether it is
approved by a competent authority.

3. Check the production figures from independent source and correlate them with the
incentive payment working computed by the accounts department.

4. Make an overall analytical procedure to ensure that the expense booked is
tommensurate in quantum with statistical data on production and strength of workers.

(h) | Payment of Retirement Gratuity to employees. [May 12 (6 Marks), Nov. 14 (4 Marks)] -
Answer: Vouching of Payment of Gratuity:

1. Examine the basis on which the gratuity payable to employees is worked out. The liability
for gratuity may either be worked out on actuarial valuation or agreement or on the
presumption that all employees retire on the balance sheet date.

2. Ensure that the basis on which gratuity has been computed is valid.

3. Verify computation of liability of gratuity on the aggregate basis.

4. Check the amount of gratuity paid to employees who retired during the year with
reference to number of years of service rendered by them.

5. See that the annual premium (if policy taken from insurance company) has been charged
to Profit and Loss account.

Ensure that the accounting treatment is in accordance with AS-15, "Employee Benefits".
7. Ensure that disclosures as required under Schedule 111 of Companies Act 2013 have been
appropriately made.
Q.8 | How would you vouch the following: : e
(a) | Advertisement Expenses [Nov. 13 (4 Marks)]
Li\F:é\n}er: Vouch i;{g of Advertisement Expénses:
1. Ascertain the value of advertisement expenses so as to ensure that it has been properly
allocated i.e. capital, revenue or deferred revenue. .
Examine that expense must relate to the client’s business.
Review and examination of the complete list of media of advertisement indicating the
dates, location, timing, etc., along with the amounts paid in respect of each category.
Examination of the receipts for amounts paid.
Reviewing the contracts with the different agencies and ensuring that the billing conforms
to the term and conditions specified therein.
6. Ensuring that outstanding expenses have been properly accounted for.
(b) | Expenditure for advertisement in Newspaper A e R

Answer: Expenditure for advertisement in Newspaper:
Examine the copy of the newspaper in which the advertisement was booked.
2. Check whether the date on which advertisement appears in the newspaper falls in the
current accounting year.
3. Verify the contents of advertisement to ascertain that the advertisement was of the entity
and was for the business and not of personal nature.

4. Ensure the rate charged is in accordance with the size and placement of advertisement.

| | -
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(c) | Sales Commission Expenditure .""‘)l'._;

Answer: Vouching of Sales commission Expenditure:

7x_w_hrcrré-ver applicable. ~
aper for which newspaper has chargeg

Ensure deduction of TDS and service té

Ensure that it is printed in all issues of the newsp

———

e e

|

Th

1.

acc

. if any, in res t
1. Determine the rate of commission by checking the agresment ) hy ized :e:' iy Ny
. ori rtie :
transaction actually occurred during the year carried out by aut peaTties: on; i
behalf. . fthea
) s of the agre
The commission should be in accordance with the terms and COI"IdIthE dg M
e T i en render
Ensure that the services in respect of which commission is paid has be ed to the
client. Stat t
. 3 e >
4. Ensure that the sales commission in fact have been paid and charged to sStatement of Profj,
and Loss.
’ nover.
5. Compare the amount incurred in previous years with reference to total tur
6. Check the deduction of TDS and its payment to the credit of Central Government.
(d) | Expenditure incurred for promotion of a product. E
Answer: V

ouching of Expenditure incurred on promotion of a product:

- isti entai
e expenditure incurred for promotion of a new or existing product may entail future

benefits. It may be like advertisement in the papers, television, sales exhibition, participation
in trade fair, issue of promotional pamphlets, free gifts etc. Auditor shall perform the following
to vouch this expenditure:

Examine the authority and accuracy of the transactions. He should read the contract with
advertisement agencies, promotional policies decided by the management from the board
minutes etc.

Check the amounts paid to the agencies from bank book and ascertain whether tax had
been deducted in accordance with the tax law provisions if any applicable in this regard.

Check whether the unpaid amounts and accrued liability towards promotional
advertisement contracts had been duly pravided for in the accounts.

Ensure that the huge expenditure should not be treated as deferred revenue expenditure.

According to AS 26, these are not intangible assets that may be carried over the periods of

ounting. These must be expensed with in the year in which these arise.

Q.9 | How would you vouch the following:

(a) | Preliminary Expenses

[May 12, May 14, May 16 (4 Marks)]

1.

Answer: Vouching of preliminary Expenses:

Compiled by: CA. Pankaj Garg

Check Minute book of Board's meetings containing the resolution approving the expenses
claimed by promoters as having been spent in formation of the company.
Expenses should be checked with reference to bills and agreements.

Check receipt for the registration fee paid for registration of the company.

Verify Stamp duty paid which is required to be paid for memorandum and articles of
association.

Ascertain the amount which has been written off over a period. The quantum which has

not yet been written off should be shown

in the balance sheet under the head
miscellaneous expenditure.

Check that no expenses other that those what constitutes preliminary expenses are
??‘{'ﬁfd Umi_ﬁf‘this head, e.g. underwriting commission and brokerage paid.

—e
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Q11 Mow will you vouch/ verify the transactions with related parties?

Development Department exists.
Mocation of experses under revenue and capital. Ensure that expenses which are
r
OuUtine developrmert 8xpenses are charged to Profit and Loss Account.

2. See

1 Check whether the corcerned research activity is authorised by the Board and has
relevance to the objectives of the company

Examine that generally research expenses for developing products or for inventing a new
Product are treated as capital expenditure to be written off over a reasonable period, if
Successful In case it IS established that the research effort is not going to succeed, the
entire expenses incurred should be written off to the profit and loss account.

Ersure that if ANy machinery and equipment have been bought specially for the purpose of
Fesearch activity, the cost thereof less the residual value should be appropriately debited

to the Dﬁ%ﬁl th arnd [bwhq;nwpn[ Ace ount over the years of research

010 [TB00ariGs o Whe paymarts ramm potty i shoukd Bs veried, T T
Answer ['deM,cm, e s 3

Verify whether the amount of petty cash imprest is fixed and the amount is reasonable
Considering the total cash payments made out of petty cash.

Trace the amounts @ven 1o the petty cashier from the Cash Book in the Petty Book.

Vouch payments with dockat vouchers which must be supported, by appropriate evidence like
Dilts, invosces. cash memo, ste

Trace payments made for the purchase of postage stamps recorded in the Postage Book.
Confirm that the postage experses for the year are reasonable as compared with that in the
postage expermes from month to month,

Where a columear Petty Cash Book is maintained, theck that the extension have been carried
forward into appropeiate amount columns.,

Check the totahs of columes and examine the cross totals.

Trace posting of the various columns N which payments are classified to the respective ledger
ScCOUMS

Veri Py the cash Dalarnce 10 harwd

ONS GOVERNED BY COMPANIES ACT, 2013

Answer £ xamination of Transactions with Related parties:

1

While vouching the transaction with related parties, auditor is required to ensure compliance of
Sec. 188, which provides the following

No company shall enter into any contract or arrangement with a related party except with the
consent of the BOD given by a resolution at a meeting of the Board with respect to transactions
like sale, purchase or supply of any goods or materials, selling or otherwise disposing of, or
buying, property of any kind: leasing of property of any kind. availing or rendering of any

services etc

w
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2. The agenda of the Board meeting at which the resolution is proposed to be moved shall disejqq~

the name of the related party and nature of relationship; the nature, duration of the Contracy

and particulars of the contract or arrangement etc.

3. Where any director is interested in any contract of company with a related party, such directo,

shall not be present at the meeting during discussions on the subject matter of the resolutigy,

relating to such contract.

4. Where a member of the company is a related party, he shall not vote on such special resolutiq,

to approve any contract which may be entered into by the Company.

5. Prior approval of the company by a special resolution is required for entering iy,

transaction(s) with any related party, where transaction(s) to be entered into

(a) arecontracts with below mentioned criteria:

e sale, purchase or supply of any goods or materials directly or through appointment of

agents exceeding 10% of the turnover of the company or Rs. 100 crore, whichever js

lower;

e selling or otherwise disposing of or buying property of any kind, directly or through

appointment of agents, exceeding 10% of net worth of the company or Rs. 100 crore,
whichever is lower;
e leasing of property of any kind exceeding 10% of the net worth of the company or
10% of turnover of the company or Rs. 100 crore, whichever is lower;
e availing or rendering of any services directly or through appointment of agents
exceeding 10% of the turnover of the company or Rs. 50 crore, whichever is lower;
(b) is for appointment to any office or place of profit in the company, its subsidiary company
or associate company at a monthly remuneration exceeding Rs. 2.5 lakh;
(c) is for remuneration for underwriting the subscription of any securities or derivatives

thereof of the company exceeding 1% of the net worth.

Q.12 | As a Statutory Auditor, how would you deal with the following: Apex Ltd, a well reputed
manufacturing public limited company has made a contribution of Rs. 2.5 lacs during the financial
year ended 31.03.16 to a political party for running a school, situated in the village, where most of the
workers of the company reside. It is admitted that the benefit of the school is mostly for the children

of the workers of the company. The company has not made any profits in the last four years.

Answer: Restrictions over Political Contribution:

Provisions and Explanations:

e As per Section 182 of the Companies Act, 2013 a government company or any other company
which has been in existence for less than three financial years cannot contribute any amount
directly or indirectly to any political party.

e |n other cases, contribution in any financial year should not exceed 7%2 % of average net profits
during the three immediately preceding financial years.

e In the instant case, Apex Ltd. has contributed Rs. 2.5 lacs during the year to a political party for
running a school.

Conclusion: Company has violated the provisions of Sec. 182 of Companies Act 2013 as it has

contributed Rs. 2.5 Lacs to a political party inspite of the fact that company has not earned any

profit in last four years. Hence auditor need to qualify his report stating the said violation.
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pany in general meeting is required in case if the

aggregate of such -
tontribution exceeds 5% of its average net profits for the 3 immediately

preceding financial years,

In the given ¢ ‘
- 00(;; ase, the donations made by Board amounts to Rs. 1,00,000 which is more than Rs.
" . L@, >
5% of average net profit for the three immediately preceding financial years.

Conclusion: .
BOD has violated Section 181 of the Companies Act, 2013 and this matter should be

reported in the auditor's report

Q.14

Janta Ltd. has made a contribution of Rs. 7.8 lacs during the financial year ended 31.03.16 to Samaj
Seva Party, a political party, for running a teaching institute situated in the rural area, where most of
the workers of the company reside. It is admitted that the benefit of the institute is mostly for the
children of the workers of the company. The average net profit of the company during the three
immediately preceding financial years was Rs. 100 lakhs. Comment.
M[\nswer: Restrictions over Political Contribution: 7

Provisions and Explanations:

e As per Section 182 of the Companies Act, 2013 a government company or any other company
which has been in existence for less than three financial years cannot contribute any amount
directly or indirectly to any political party.

e |n other cases, contribution in any financial year should not exceed 7% % of average net profits
during the three immediately preceding financial years.

e In the instant case, Janta Ltd. has contributed Rs. 7.8 lacs during the year to a political party for

running a teaching institute
Conclusion. Company has violated the provisions of Sec. 182 of Companies Act 2013 as it has

contributed Rs. 7 8 Lacs to a political party inspite of the fact that company can only contribute 7.5

of Rs 100 Cr Hence auditor need to qualify his report stating the violation.
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.15 | Fow will you verify/vouch the following:
i (a)w‘rt:-sh' ySaIes' oAl [May 07 (5 Marks)]

— — 4
Answer: Vouching of Cash Sales: |
Examine the system of internal check to ascertain any loopholes therein.

Ascertain the practice followed in the matter of issuing cash memos and trace the memos

N

into cash sale summary.
3 Ensure that the date of cash memos tally with the entry in the cash book/summary.
4. \Verify that prices of goods sold have been correctly recorded and check the calculat
5l Verify the entry in the goods outward book with the sales sunwTiary:
6

ancelled cash memos are not removed from the receipt

ion.

book.
See thatthec




CA IPC (Inter) - "Auditing & Assurance” Practice Manual cum Scann,

e S ——————— —

A (b) Receipts from Account Receivables
! ! Answer: Vouching of Receipts from Account receivable:
1. Verify that there exists a system of inter nal check which acts as a safeguard againg
amounts collected being misappropriated.
2. Receipt of cash against the goods sold should be checked with the counterfoils of receipyy
issued
3. Becautious for the frauds like teeming and lading.
In case a fraud is suspected, the auditor should compare the amount deposited in the by,
with the counterfoils of pay in slips.

5. If evidence of fraud exists, the customers shall be requested to send statement of accounts

L for the period during which fraud is suspected.
(c) | Sale of Investments = Nov. 11 (4 Marks)
. e L MRS ot i, |

Ans;é;iVBili:hing of Sale of Investments: -
1. Ensure that decision of sale of investment has bee
so, for example, Board of Directors in case of a company.
2. Ascertain the mode of sale of investments. It may be either directly or through broker or 3

bank. In case of sale through broker, vouch the sale wit

n taken by the person authorized to dg

h reference to broker’s sold note.

3. Ensure that the difference between the carrying amount and the disposal proceeds, net of

expenses, is recognised in the profit and loss statement.
4, If a part of the investment is sold out, ensure that the c
that part is to be determined on the basis of the averag

arrying amount to be allocated tg
e carrying amount of the total

investment.

5. Ensure compliance of disclosure requirements of AS-13 "Accounting for Investments” and

in particular the following:

e profits and losses on disposal of current investments and changes in carrying amount

of such investments;
profits and losses on disposal of long-term investments and changes in the carrying

[Nov. 15 (4 Marks)]

amount of such investments;

(d) | Sale Proceeds of Junk materials.

Answer: Vouching of Sale proceeds of Junk Materials:
1. Review the internal control system w.r.t. to generation, storage and disposal of junk

materials and see whether it has been operating effectively.
2. Ascertain whether the organisation is maintaining appropriate records for the sale and

disposal of junk materials.
3. Examine the production records for the determination of the quantity of junk materials

that may generate in a given period.
4, Compare the sale proceeds of junk materials of current year with the corresponding

figures of the preceding three to five years.

5. Check the price at which various types of junk materials have been sold and compare the
same with the rates prevailing in the preceding years.

6. Ensure that all junk materials sold have been billed and check the calculations on the
invoices.

7. Ensure that there exists a proper system for identification of junk material and there is
no mixing of junk material with good quality material.

8. Make an overall assessment of the value of the realisation from the sale of junk materials

as to its reasonableness, Ensure that proper accounting has been done for it. -

——
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(@ [ orify/vouch the following: T T -
f e — S, A,
M. :’tmchmg o 'A"—?O:‘le from Investments:
?nz:elr;:i:i::e:';”:tmnts from the client ancf ascertain tht.e nature of investments
e Ome to be earned on such investments, i.e. interest, dividend or
; ;_nh;e::'::::: :’;::c":e;mmic?unterfoils of Dividend Warrants to be vouched.
Reglstef- © oo , Le. dwudeng or mterest. should be traced into the Investment
’ n whether any interest or dividend, relating to any investment, has
" ;::;:e:’h:tnzzhse‘j If so, the reasonjs thereof lsh0uld be ascertained.
INcome should be disclosed in the Statement of Profit and Loss at its
9ross amount (Gross of tax deducted at source).
3. Incase of fixed deposits with the bank, interest earned should be verified by reference to
the bank statement and the agreed rate of interest.
6. Ensure compliance of provisions of AS-9 and disclosure requirements of Schedule |11 to
| Companies Act, 2013
) Wh "~ [May07 (5 Marks), May 15 (4 Marks)] |
Answer: Vouching of Rental Receipts:
(a) The auditor should examine the lease deeds and agreements to ascertain the amount of
rent payable, the due date and provisions regarding the repairs etc.
(b) Rent received may also be compared with the “rental register” if they are maintained.
(c) If receipts are issued to tenants for the rent paid, the counter foils of the receipts would
be a good evidence
(d) If rent are collected by agents, their accounts must be examined.
(e) Particular attention should be paid towards outstanding rent. Provision should be made
for doubtful outstanding rents.
(f) I rent is received net of TDS, see that rent income is shown at gross and TDS is shown in
Balance Sheet as advance tax
" (c) | Royatties Received T : [Nov. 16 (4 Marks)]
~Answer: Vouching of Royalties received:
1. Read the relevant contract and examine the provisions relating to the conditions of
royalty such as rate, mode of calculation and due date.
2. Check the periodical statement received from the publisher.
3. Check the computation in the royalty statement and ensure that any deduction or
adjustment made from the royalty due is as per conditions stated in the agreement.
4 FEnsure that the royalties due but noyt yet received have been properly accounted for.
‘ ——
(a) | Receipt of Capital Subsidy [May 10 (5 Marks), Nov. 16 (4 Marks)]
" Answer: Vouching of Receipt of Capital Subsidy: | e
1. Examine the application made for the claim of subsidy to ascertain the purpose an
scheme under which the subsidy has been made available. N ki il
2 Examine documents for the grant of subsidy and note the conditions a
same relating to its use, etc.
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eciall
3. Ascertain whether the terms and conditions has been fulfilled esp Yy when the

. s ific location.
subsidy is for a specific asset or is for setting up a factory at a spec

Check relevant entries for receipt of subsidy. . .
( , ts” i.e. w :
Ensure compliance of AS 12 on “Accounting for Government bR ether it

t ibuti nd a i
relates to specific amount or in the form of promoters’ contribution a Condingry

: ; - irements.
accounted for as also compliance with the disclosure require

(b) | Grant received for reimbursement of revenue expenses. :
Answer: Vouching of Grant Received for reimbursement of revenue expenses:
Check the amount of receipt, donor details etc. from donor letter.
2. Examine the terms and conditions of grant for its utilization and ensure whether they hag
been complied with.
3. Examine whether the grant has been appropriately recorded and disclosed in accordance
with AS 12 and Schedule |1] to Companies Act, 2013.
4. If the grant comes from abroad, ensure compliance of the provisions of law, affecting
foreign contributions.
(c) | Receipt of Special backward area subsidy from Government. j

Answer: \}ouchir_ii—oi_ﬁke;:éi-pi of !‘;pecﬁlubackviz_a}d a;'éa_s_dt;sidy from government:

1. Examine the application made for the claim for backward area subsidy submitted to the

authorities.

Ascertain whether the grant is of a capital nature or of a revenue nature.

The accounting of grant should be in accordance with AS 12 "Accounting for Government
Grants”. The revenue grant can be taken to income statement, with appropriate
disclosure.

4. The capital grant may be adjusted against cost of asset or may be kept in a capital reserve
to be transferred to Statement of Profit and Loss each year in proportion to depreciation
of that asset charged in Statement of Profit and Loss.

5. The receipt of the grant should be traced with bank statement.

6. Ensure compliance of conditions attached to grant. In case of any non compliance,

ascertain whether any liability or refund of grant for breach of conditions could arise.

Q.18 | How will you verify/vouch the following:

(a)

COmpiledy nkaj Ga

Insurance Claim [May 15 (4 Marks)]
Answer: Vouching of Insurance Claim:

While vouching the receipts of insurance claims, the auditor should:

1. Examine a copy of the insurance claim lodged with the insurance company.

2. Determine the adjustment of the amount received in excess or short of the value of the
actual loss as per the insurance policy.

Verify the copy of certificate/ report containing full particulars of the amount of loss.
Verify the accounting treatment of the amount received to ensure that revenue is
credited with the appropriate amount and that in respect of claim against asset, the
Statement of Profit and Loss is debited with the short fall of the claim admitted against
book value, if the claim was lodged in the previous year but no entries were passed,

entries in the Statement of Profit and Loss should be appropriately described.

rg
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(b) | Refund of Gemsurance Premium Paid. Py 55 8 Marksni :

e Vonehim
Answer: Vouching of Refund of General Insurance Premium Paid:
Refund of insurance premium may arise because of excess payment of premium or due to

cancellation of a policy. The auditor should take following steps while vouching the refunds:

1. Ascertain the reasons for refund of insurance premium.

2. Find out the amount of premium paid by examining insurance policy or cover note.

3. Check advice of refund received from the insurance company.

4. Check correspondence between the insurance company and the client.

5. Check entries in the bank book or the bank statement. If necessary, the counterfoil of the

pay-in-slips can also be verified.
Q.19 | How will you verify/vouch the following:

(a) | Bankruptcy Dividend.

Answer: \Iouc;iﬁg of B—zankru;icy Dividend:

1. Refer to the correspondence with the Official Receiver or Assignee to find particulars of
part amounts already collected and the balance outstanding at the beginning of the year.

2. The advice, if any, received from the Official Receiver along with the payment should be
referred to.

3. Trace the amount received to Bank Statement.

4. Ensure the appropriate recording of amount received in the books of accounts.

(b) | Recovery of Bad Debt written off [Nov. 07 (5 Marks), May 14, May 16 (4 Marks)]

Answer: Recovery of Bad Debt Written Off: |

1. Check all correspondence and proper authorization of bad debts written off earlier and
ensure that the decision of writing off of bad debts was recorded properly.

2. Ascertain total bad debts and see whether all recovery of bad debts is recorded properly
in the books of account and deposited into bank.

3. Check all notifications from Court or bankruptcy trustee and all correspondence from
debtors and collecting agencies.

4. Check Credit Manager's files for amount recovered and confirm acknowledgement

receipts issued to trustee/debtors.

(c) | Discounted Bill receivable dishonoured. 2 - [May 06, Nov. 12 (4 mnﬁ

Answer: Vouching o Discounted BR dishonoured:
1. Obtain the schedule of discounted bills receivable dishonoured.
2. Check the entry in bank statement regarding the amount of bills dishonoured and see that
the bank has debited the account of client.
3. Verify the bills receivable returned by the bank along with bank’s advice.
4. See that the dishonoured bills have been noted and protested by following the proper
procedure and the account of the drawee or the trade receivable is also debited.
5. Check that bank commission, if any, charged by the bank has been recovered from the
party.
Q.20 | Comment on the following; "It is not essential to verify the sale proceeds of scrap which did not havea

significant value if the company had a good accounting and costing systems”.

=% !5—- -
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Answer Verification of Sale Proceeds of Scrap:
gystem would pnwr(le evidence abau the

accounting and costing %
y AssSUrance as to ot

L] Th(',‘ existence of a q("_"l
it does not prmmls-

accounting records, but

adequacy and reliability of sold ote

uantity of scrap pmduced, billing of scarp
ction and cost record
period. In the ordin
if any, are prope
old, correct billing of
are the other aspects to he

rmination of the extar,

aspects like sale price of scrap, 9
5 for the dete

e Auditor is required to review the produ _
ary course of duties, the auditgr

of scrap materials that may arise in a give
rty accounted for,

should ensure that scrap generated in the company.
the same and theijr

Besides the rates at which the scrap have been s

identification that good quality material has not been

mixed up,

examined by the auditor. - ‘
er aspects like existence of

itor cannot overlook oth

Conclusion: Statement is not correct, audit
» price of scrap etc.

internal control, percentage of scrap produced, sale _—
—AUDIT OF TRADING TRANSACTIONS . |
- NG
T T ts of a manufacturing company, you d|scover that the rate of

Q.21 " While conducting the audit of the accoun

Gross Profit on Sales has sharply risen in comparison to the previous year. State the steps you would
take to satisfy yourself.

or
hough there is no change in either selling or

In the course of audit of a trade, you noticed that alt
e of the goods, there is considerable increase in Gross Profit Ratio in comparison to

purchase pric
ould you examine to assess the reason for su

ch increase?

previous year. What matters w
or

Give various factors which result in increase in gross profit. [May 11 (8 Marks)]

Answer: Factors causing increase in Gross Profit:
Prices: Auditor should enquire whether there have been general or specific

1. Increase in Sales
ame. He should obtain copies of the company price lists

price increase and the reasons for the s
prevailing at different point of time for the purpose of comparison.
n Cost of Manufacturing: The auditor should compare current costs with those in

2. Reduction i
rmation supporting the possibility should be sought from the

the previous year and detailed info

company.
Alteration in Sales-mix: Auditor should analyse the sales in detail to ascertain whether the

more profitable lines constituted a large proportion of the total sales.

4. Impact of Automation: The automation of certain manufacturing processes may have resulted
in considerable saving in labour cost and this possibility could be easily verify by comparisons of
wages records.

5. Adherence to Cut-off Procedures: The company cut-off procedures as regards closing stock
and work-in-progress should be investigated, as any change in the procedure as compared with
the previous year would cause a difference in the gross profit ratio.

6. Manipulating Sales: The possibility of items which have been sent to customers on 'sale or

return’ basis being included in sales, should be investigated, as this would give effect for it
in the rate of gross profit,
Page 78
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/. Adjustment in opening and closing inventory: Gross profit may be increased by making

adjustment in the following manner:
(a) Understatement of opening inventory
(b) Overstatement of Closing Inventory
(c) Aiteration of basis of valuation of inventory.
8. Wrong Allocation of Expenses: Gross profit may be increase by wrong allocation of expenses,
for example, wages paid for operating activities may be capitalized to capital assets, carriage
- B inwards may be charged to profit and loss account instead of trading account.
Q.22 | While conducting the audit of accounts of a manufacturing company, you discover that the rate of
| Gross Profit on Sales has sharply decreased in comparison to the previous year. State he S

would take to satisfy yourself.

or
As the statutory auditor of A Ltd., you have observed that the gross profit of the pany hes
decreased in comparison to last years. Mention the possible factors which may be responsible for

decrease in gross profit. [Nov. 15 (6 Marks)]

' Answer: Factors causing decrease in gross profit:

1. Decrease in Sales Prices Auditor should enquire whether there have been general or specific
price decrease and the reasons for the same. He should obtain copies of the company price lists
prevailing at different point of time for the purpose of comparison.

2. Increase in Cost of Manufacturing The auditor should compare current costs with those in
the previous year and detailed information supporting the possibility should be sought from
the company

3 Alteration in Sales-mix Auditor should analyse the sales in detail to ascertain whether the
less profitable lines constituted a large proportion of the total sales.

4 Adherence to Cut-off Procedures The company cut-off procedures as regards closing stock

and work-in-progress should be investigated, as any change in the procedure as compared with

the previous year would cause a difference in the gross profit ratio.

Adjustment in opening and closing inventory: Gross profit may be decreased by making

5.
adjustment in the following manner:
(a) Overstatement of opening inventory
(b) Understatement of Closing Inventory
(c) Alteration of basis of valuation of inventory.
6. Wrong Allocation of Expenses: Gross profit may be decreased by wrong allocation of

expenses, for example, wages paid for installation of machinery may be charged to wages

account, Carriage outwards may be charged to trading account instead of profit & loss account.

7. Other reasons:

e Goods sold or given as sample or destroyed, not accounted for.

e Insurance claims received in respect of goods destroyed, not credited to trading account.

e [Excess
Reversal of fictitious sale entries recorded earlier.

provision for wages or direct expenses has been made.
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(@58 | How will you voush and verify the following: Profit or loss arising on sale of plots held by real estaig”
| deater. [Nov. 13 (4 Marks))
Answer: Profit or loss arising on sale of plots held by real estate dealer: h

of charge
1. Examine the account of each property with special reference to the nature o ges so as tg

» ACCOUN
find out that only the appropriate cost and charges have been debited to the account and the
total cost of the property has been matched against the price realised for it.

2. Scrutinise the basis of distribution of the common charges between SHITRTOR: PGS 56 long
developed during the period and basis for allocation of cost to individual properties compriseq
in a particular piece of land.
Compare the prices of land as per price list with actual selling prices.
The sale price of different plots of land should be verified with Cross reference to certifieq
copies of sale deeds executed.
Q.23 | How will you vouch/verify the following:
(a) | Purchase Returns
Ans;v;i;:v;béhing of Purchase Returns:
(a) Examine debit note issued to the supplier which i

corresponding credit note issued by the supplier acknowled

[May 06 (4 Marks)]

e e

n turn may be confirmed by

ging the same. The relevant

correspondence may also be examined.
(b) Verify by reference to relevant corresponding record in good outward book or the

stores records.
(c) Quantity and Value of Purchase Returns should be compared with the supplier’s original

invoices.

(d) Examine in depth to eliminate the possibility of fictitious purchase returns for covering
bogus purchases recorded earlier when such returns outwards are in substantial figure
either at the beginning or end of the accounting year.

(e) Cross-check with reference to original invoices any rebates in price or allowances if any
given by suppliers on strength of their Credit Notes.

(b) | Purchase with Invoice [May 13 (4 Marks)]

Answer: Vouching of Purchase with Invoices:

While vouching entries for purchases with the invoices, the auditor should consider the

followings:

1. Ensure that the date of invoice falls within the accounting period for which audit is to be
performed,;
Ensure that the invoice is made out in the name of the client;
Ensure that the credit to the supplier has been given with the full amount of the invoice;
Ascertain the nature of goods purchased and ensure that the goods purchased are those
that are reqularly dealt in by the concern and that the price payable has been correctly
arrived at;

5. Trace the recording of purchases to an appropriate nominal account or accounts;
Ensure that the invoice has been verified by the accountant as well as by the store-keeper
to indicate that the delivery of goods have been taken by him.; and

7. Ensure that payment has been made only after authorisation by the manager or some

o | other official, competent to sanction payment, has authorised its payment.
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find out that only the appropriate cost
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total cost of the property has been matched against the pr %
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cost to individual properties compy
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developed during the period and basis for allocation iseg %
in a particular piece of land.
- ; ling prices.
3. Compare the prices of land as per price list with actual sel : o .
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4 The sale price of different plots of land should be verif ross referenc Cortiting

copres of sale deeds executed
123 o ity v ety et
(a)  Purchase Returns
Answer Vouching of Purchase Returns:

(a) Examine debit note issued to the supplier which in t
nowledging the same. The relevan
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urn may be confirmeg by

corresponding credit note issued by the supplier ack
correspondence may also be examined H _
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sStores records.
{¢) Quantity and Vaiue of Purchase Returns should be compared with the supplier’s origing|

WO es
(d) Examine in depth to eliminate the possibility of fictitious purchase returns for covering
bogues purchases recorded sarlier when such returns outwards are in substantial figure

either at the beginning or end of the accounting year
(e) Cross check with reference to original invoices any rebates in price or allowances if any

grven bry supptiers on strength of therr Credit Notes

b S —— — —
(b)  Purchase with Invoice >
| T SRS it ERA i il
Answer: Vouching of Purchase with Invoies:
While vouching entries for purchases with the invoices, the auditor should consider the

followings

1. Ensure that the date of invoice falls within the accounting period for which audit is to be
performed.

2. Ensure that the invoice is made out in the name of the client:

3. Ensure that the credit to the supplier has been given with the full amount of the invoice:

4. Ascertain the nature of goods purchased and ensure that the goods purchased are those
that are reguiarty dealt in by the concern and that the price payable has been correctly
arrived at;

5. Trace the recording of purchases to an 3ppropriate nominal account or accounts;

6. EnsnnthatthemeMsbamvermedbymeaccw“wenasbymestof&W
to indicateﬂmthedﬂ'ivuyofgoodshavebmtaenbymm ; and

7. Ensure t-hat Payment has been made only after authorisation by the manager of 50T

| other official. competent to Sanction payment. has authorised its payment.
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Q.24 | D'““W”Mﬁhmﬁﬁhdwm R

Answer: Special Precautions in verification of purchase invoice:
1. Adjustment of Invoice Amount. In case, the total amount of the invoice has been adjusted in
Separate accounts, the entire amount so adjusted should be added together to confirm that there

has not been error under adjustment.

2. Duplicate copy of Invoice Ensure that if the payment is adjusted on the basis of duplicate
Invoice, the original invoice also needs to be marked as paid at the same time.

3. Compliance of special conditions |f supplies are received on certain special conditions,
verified that these conditions are the same as were agreed to at the time the order was placed,
e.g. payment of freight and insurance charges of goods while in transit, etc.

4. Timings of Payment. If the amount of an invoice was payable after the lapse of some time,
subsequent to the receipt of goods, it should be ascertained that it has not been paid earlier and
the benefit of cash discount, if any, has been obtained.

5. Goods purchased for personal use Where goods have been purchased for the use of an officer
but the invoice 1s made out in the name of the entity, it should be seen that the cost has been
charged to the officer concerned and not to the Purchases Account of entity.

6. Purchases from related parties If purchases are made from the associated concerns, ensure
that such purchases are made only under an appropriate sanction.

7. Inspection before taking delivery [nsure that the goods were inspected on arrival and the
delivery note and the goods inward note should be examined

8 Goods delivered directly to customer | he auditor should make appropriate inquiries in order
to establish that the transaction was appropriately authorised by a responsible official. A copy of
the delivery note signed by the account receivable on delivery of the goods should be examined,
and it should be ascertained whether the account receivable is a regular purchaser of the
company s goods and not an employee of the company wishing to take advantage of a weakness

f in the system
0244 [ A trader is worried that inspite of substantial increase in sales compared to earlier year, there is
considerable fall in Gross Profit after satisfying himself that sales and expenses are correctly
recorded and that the valuation of inventories is on consistent basis, he wants to ensure that
purchases have been truthfully recorded.

Mwﬂlmmmmw mwuow‘
" An Answer: Verification of Purchases. - o

(A) Study and evaluation of internal control system: w.r.t. following:

e Segregation of duties in respect of various activities like (a) Requisitioning the goods (b)
Ordering the goods requisitioned (c)Receiving the goods ordered (d) Preparing the payment
voucher.

e Ensure that printed and pre-numbered forms should be used for purchase requisitions,
purchase orders, receiving reports and vouchers.

* Authorisation procedures should be designed for all various control points - requesting the
goods, ordering the goods requisitioned, receiving the goods ordered and preparing the

payment voucher.
¢ Ensure that there is adequate separation of duties and proper authorisation procedures with
—_ 1 regard to processing and recording of purchase transactions.

w
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following manner:
e Ensure that the date of invoice falls within the accounting period for which audit is to pq
performed;
* Ensure that the invoice is made out in the name of the client;

 Ensure that the credit to the supplier has been given with the full amount of the invoice;
d and ensure that the goods purchased are those that

he price payable has been correctly arrived at:

* Ascertain the nature of goods purchase

are regularly dealt in by the concern and that t

* Trace the recording of purchases to an appropriate nominal account or accounts;

 Ensure that the invoice has been verified by the accountant as well as by the store-keeper tq

indicate that the delivery of goods have been taken by him.; and
» Ensure that payment has been made only after authorisation by the manager or some other

official, competent to sanction payment, has authorised its payment.

(C) Perform Analytical procedures: Compare item-wise and location-wise both quantity and

the corresponding figures for the previous
nd justified. Various analytical ratios

value of purchases for the current period with
period and ensure that major variations are explained a

should also be calculated and compare.

B@-RUDITOESALES .~ ..
Q.25 | How will you vouch/verify the followihg: m
(a) | Credit Sales.

Answer: Vouching of Credit Sales:
The credit sales should be verified with reference to copies of invoices issued to customers

and, in the process, following needs to be examined:

1. Ensure that sales belongs to the accounting period under audit;

Ensure that that the goods are those that are normally dealt in by the concern.
Verify the sale price and check that the sale price has been correctly arrived at.

Trace the amount of the invoice has been recorded in an appropriate account; and

o & N

Ensure that the sale has been authorised by a responsible official and in token thereof he

has initialed the invoice; also that any alteration in the invoice has been attested by the

same person.
(b) [ Sales Return. - : et e ' : [Nov. 05 (4 Marks)]

Answer: Vouching of Sales Return:
1. Examine the accounting basis for such transactions by having reference to corresponding

Debit Note.

2. Verify Sales return with reference to relevant corresponding record in good inward book
or the stores records.

3. Quantity and value of sales returns should be compared with the original invoices.
Examine in depth to eliminate the possibility of fictitious sales returns so as to cover
bogus sales recorded earlier particularly when such returns outwards are in substantial
figure either at the start or end of the accounting year.

5. Cross-check with reference to original invoices any rebates in price or allowances if any

A given by buyers on strength of their Debit Notes.
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2 [(c) [Saleof Empties

' Answer: Vouching of Sale of Empties:

When the empties or containers in which goods necessarily have to be supplied are costly, the

manufacturer normally agrees to purchase them back at a reduced price as compared to the

one charged for them. Therefore check whether

1. Separate account of issue and receipt of empties has been prepared.

2. In separate maintained a/c check how many empties lies in warehouse and how many
are with customers.

3. Check how many empties customers may return after the close of the year.

4. Check whether proper provision has been made against the contingency of the containers
being returned by customers and that for the wear and tear.

5. Check the amount of sale with entry in cash book,

6. See the sold empties are reduced from the stock.

(d) | Consignment Sales VR

Answer: Vouching o?Consignme_ni_Sales:

1. Verify the terms of agreement between the consignor and the consignee to ascertain the

terms and conditions regarding commission and other expenses.

Ensure that the goods consigned are not treated as ordinary sales.

Ensure that the gross sale proceeds as mentioned in the account Sales has been credited
to the Consignment Account and debited to the consignee's account.

4. Ascertain that credit has been taken only for the profit on the goods sold through the
consignee before the year end. No profit should be taken for the profit on goods
remaining in the hands of the consignee.

5. Ensure that the stock lying with the consignee at the end should be taken in the balance
sheet at cost on a consistent basis and credited to the Consignment A/c to arrive at the
result of the consignment transactions.

Obtain confirmation of the balance in the account of the consignee from the consignee.

7. In case, goods are consigned at invoice price, auditor should ensure that the necessary
adjustments to remove the loading have been made.

8. Examine the adjustments made at the year end in respect of the goods not yet sold,
commission and the expense incurred by consignee.

(e) | Goods sent out on sale or return basis. [Nov. 09 (5 Marks), Nov. 16 (4 Marks)]

Answer; Vouching of Goods sent on sale or return basis:
1. Check maintenance of separate memoranda records of goods sent out on sale or return,

Only after approval from customer, personal account of customer is debited and the sales

account is credited.
2. Ensure that the price of such goods is unloaded from the sales account and the debtor’s

record before the approval from customer.

3. Inrespect of the goods for which approval period has expired, ensure that either goods
have been received back or customer’s account have been debited.

4. In respect of the goods for which approval period has not expired till the close of the

year and lying with the party, ensure that cost of such goods has been included in the

closing stock.
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§.8-CUTOFF ARRANGEMENT =~ [vay 11 (5Marke). May 14 (4,

Q.26 | Write short note on: Cut Off_ﬁr;)cM 3

‘Answer: Cut Off Arrangement: eriod from the other so that the resyjy o

' r
e Meaning: It refers to segregation otk
asc
working of each period can be correctly

. s 'cut-
such separation is technically known 2

ansaction of oneé P
ertained. T
off procedure.

he arrangement that is made o ensy
It is part of the interna| Contrg,

system of the organization.

- i 1
+ Applicability: This procedure is genera
i v ut-off proce

pplied to transactions affected by the continuity o
ya

ant’ in othe
d stock. C dures are also relev I areas, Such
business like sales, purchase an .

ances.
as determining the cut offs for cash and bank bal

oods purchased during a year have been includey in
n the case of credit purchase. Similarly goods solg

edit has been taken for the sales.

e Advantages: This procedure ensures thatg
inventory and the liability has been provided |

have been excluded from the inventories andcr

5.9~ AUDIT OF LEDGERS RE e

Q.27 | Explain the steps involved in carrying out the audit of ledgers.

Answer: Steps Involved in carrying out audit of ledgers:
1. Examine the extent and effectiveness of internal check;

2. Tracing the opening balances from the last year’s records;
3. Checking the postings from various books of prime entry and, if they are kept on the seif.

balancing system, also tallying the totals of balances in subsidiary ledgers with those in the tota)
of control account;
4. Checking the closing balances of individual accounts on the balance schedule;
5. Checking the totals of ledger accounts, trial balance, schedules and groupings;
Verifying the ledger balances as below:
. Personal accounts - either with the statements of account or confirmation of balances
obtained from the parties;
* Impersonal accounts like fixed assets - with the schedules containing details of assets and
liabilities.
e Nominal accounts - by reference to the documentary evidence;
7. Scrutinizing the accounts generally and, in particular, examining the composition of final
balances; and
8. Ascertaining the extent of clearance of the balances brought forward from the last year

particularly those relating to receivables and payables, sale or disposal of fixed assets and of
inventories.

Q.28 | List out some examples of fraud that can be done by ledger keeper in Bought Ledger and Sales Ledger.
[May 11 (8 Marks)]
e

Answer: Examples of Fraud:
(A) Bought Ledger:

1. Adjusting fictitious or duplicate invoices as purchases in the accounts of suppliers and
subsequently misappropriating the amounts when payments are made to the suppliers in
respect of these invoices.

2. Suppressing the Credit Notes issued by suppliers and withdrawing the corresponding
L amounts not claimed by them.
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3. Withdrawing amounts
X ‘ s unclai i

unclaimed by suppliers, for one reason or another by showing that
the same have been paid 1o them

4. Accepting purchase | fnkd
g ¥ S€ Invoices at prices considerably higher than their market prices and

collecting the excess amount, paid in cash, from the suppliers

(B) Sales Ledger:
1 1. Teeming and Ladmg.

2. Misappropriati
PPropriating the amount collected from a customer and subsequently adjusting his
account b iti
! y crediting the amount on account of allowance or a rebate for excess price
charged,
Creditin -
9 the amount received from a customer to the account of another customer and

subsequently withdrawing the amount wrongly credited.\

Writing off the amount receivable to bad debt account and misappropriating the a "
received in payment of the debt.

ﬁ@“ note on: Scrutiny of General Ledger. ~ [May06,Nov.16 (4 Marks)]

| Ansﬁe"'- Scrutiny of Gener;itégger:

e e i

1. The General Ledger contains all the balances which are ultimately included in the Profit and
Loss Account and the Balance Sheet. Hence it should be examined in last.

2. Entries in the General Ledger are posted in a summary form from the subsidiary books like
Cash Book, Journal, Sales Book, Purchase Book etc. The auditor should see that correct amounts
are posted in the correct account on the correct side. No entry should be left unposted or posted
twice.

3. Ensure that all items of income adjusted for accrued and received in advance. All items of
expenses must be adjusted for outstanding and prepaid.

4. Ensure that the totals are made correctly and there is no casting error. It should also be
ascertained that correct amount are carried forward on correct side.

5. The balances in the General Ledger should be traced to the trial balance and from the trial

} balance to the final accounts. Total of debit side and credit side of the trial balance must tally.

0.30 | What points shall an auditor keep in mind while auditing an account of Bought Ledger having a debit

balance?

' Answer: Points to be kept in mind while auditing bought ledger with debit balance:

1. Debit Balance in the bought ledger may represent the amount receivable on account of goods
returned, rebate allowed by the supplier or advance paid against an order. The auditor should
consider the following points while auditing:

2 Confirm that the advance against the order had been paid in pursuance of a recognised trade
practice, also that subsequently goods have been received against the advance.

3. Ensure that debit balance may not be due to some error, for example, cost of goods purchased
may be wrongly debited to the account of the supplier, instead of the Purchase Account.

4. Ascertain that the debit balance is good and recoverable and if it is not considered recoverable,
a provision against the same has been made,

5. If the debit balance represents a loan to a director or officer of the company, the same should be
separately disclosed in the Balance Sheet in accordance with the provisions contained in

Schedule |11 to the Act.
J 6. The maximum account due from the directors or other officers of the company at any time

during the year should also be disclosed alongwith the names of compantes
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Q.31 | Objective Type Questions (Correct/Incorrect) -
1 | PQR Ltd. Include underwriting commission and stamp duty as preliminary expenses.

Answer: Statement is partly correct.

e Preliminary expenses include the expenses incidental to the creation and floating o a

company, i.e. stamp duties, registration fees, legal costs, accountant’s fees, cost of Printing
etc.
e Underwriting commission and brokerage paid for shares and debentures should not

included under the head preliminary expenses.

- T R ——
2 | The whole Time Director of a Public Company is automatically entitied for Remuneration.

[May 14 (2 Marks))

—

Answer: Statement is not correct.
Sec. 197 of Companies Act, 2013 provides that the remuneration payable to the directors of 5

company, including any managing or whole-time director or manager. shall be determined, in
accordance with and subject to the provisions of this section, either by the articles of the
company, or by a resolution or, if the articles so require, by a special resolution, passed by the
company in general meeting.

3 | ABC Ltd., a government company came into existence in year 2014, donated Rs. 50,000 to a
political party. [May 14 (2 Marks)]

Answer: Statement is Incorrect.
As per Section 182 of the Companies Act, 2013, government company is not allowed to
contribute any amount directly or indirectly to any political party.

4 | Teeming and lading is one of the techniques of inflating cash payments. [Nov. 15 (2 Marks)]

Answer: Statement is incorrect.

e Teeming and Lading is one of the techniques of suppressing cash receipts and not of
inflating cash payments.

e Money received from one customer is misappropriated and the account is adjusted with

the subsequent receipt from another customer and so on.




\

Marks

20
18
16
14
12
10

o N By

nter) - “Audltlng & Assurancen

—_—

"Marks Distribution of Past 15Exams"

Practice Manualcum Scanner

M10 | N10 | M11 | N11 TMlz‘ N1z [ 13| Na3 |

10

___F’ JijT 9 LlD 8 1

Scanner of Past Examination Questions (Nov. 2009 - Nov. 2016)

147 M15 | NISJ[ M16 erG

\ Q. Marks Suggested
Attempt No. Questions j—
- Refer Answer
7(b) | How will you vouch/verify the followings: Leasehold Property 5 of Q. No. 9
-09
g 700 | H " Refer Answer
c ow will yo h/veri ings:
you vouch/verify the followings: Bank Overdraft of Q. No. 39
M-10 0
N-10 6(d) Responsibility for properly determining the quantity and value of 4
inventory rests with the management.” Comment on this statement.
e 4(b) Define depreciation and discuss various purposes of providing . Refer Answer
. depreciation. of Q. No. 4
)" What procedure an auditor should adopt to test the authenticity of & Refer Answer
cash at bank. of Q. No. 32
N-11
I . Refer Answer
7(d) | Write short note on: Verification of assets acquired on lease. 4
of Q. No.9
s Refer Answer
1(c)* | Distinguish between Reserves and Provisions, 5
of Q. No. 5
M-12 You are the auditor and examining the book debts of a company. Give
e ; Refer Answer
4(b) | some indications which leads to doubt about recovery as 8
of Q. No. 28
uncollectable debts from debtors and advances.
;e o Refer Answer
N-12 1(c)* | Write short note on: Purposes of providing depreciation. 5
of Q. No. 4
204) Correct/Incorrect: Company can provide lower rate of depreciation 2 Refer Answer
\Y
than prescribed by Schedule XIV of the Companies Act; 1956. of Q. No.48(1)
M-13 How will you vouch/ verify the followings: Refer Answer
4(b) | (ii) Patterns, dies, loose tools etc. 8 of Q. No. 11 &
1 (iii) Work-in-Progress 18
e ——
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N3 | Refer Angyre
3(b) | How you will verify the following: Building of Q. No. 1q
. _-_\“
: nature, if
M-14 Indicate expenses which are essentially of a revenue ] Refer Answg,
diture of a
7(a) | incurred for creating an asset, are also regarded as expen of Q. No, 1
capital nature. i | Refer Anen——
Correct/Incorrect: The Statutory Auditor is T equired to Verity NSwer
2(iii) of Q. No.48(2)
inventory physically.
Refer Answer
3(a) | How you will verify the following: Assets acquired on lease. of Q. No. 9
How you will verify the following: Investment in the shares and Refer Answer
N-14 3(b) of Q. No. 14
debentures of subsidiary. .
Refer Answer
3(c) | How you will verify the following: Provision for income tax. of Q. No. 44
Refer Answer |
6(b) | Purpose of Providing Depreciation of Q. No. 4
Refer Answer
M-15 3(c) | How will you verify the following: Work in Progress of Q. No. 18
Refer Answer
N-15 3(d) | How will you verify the following: Intangible Assets of Q. No. 12(a)
Refer Answer
M-16 3(c) | How will you verify the following: Floating Assets of Q. No. 47
Refer Answer
2(v) | Correct/incorrect: Capital Reserve and Reserve Capital are the same.
v) P . of Q. No.48(3)
Correct/incorrect: All intangible assets are not required to be Refer Answer
2(ix) |
ix
i amortized. of Q. No.48(4)
) Refer Answer
4(b) | Mention the purpose for which capital expenditure is incurred.
of Q. No. 3A
6(5) Is there any statutory necessity to make disclosure of depreciation in Refer Answer
company's accounts? of Q. No. 4A
* Compulsory Questions
% %k % Kk ok %k ok % Kk % % — 1
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- EXPENDITURE

Q.1 | Indicate Expenses which are essenhally of a revenue nature, if incurred for creating an asset, arealso
regarded iﬁ{pendlture of capital nature. [May 14 (4 Marks)]

Answer: Expenses of Revenue Nature regarded as Capital Expenditure:

1. Material and wages when expended on the construction of a building or erection of machinery.
Legal expenses incurred in connection with the purchase of land or building.

Freight when incurred in respect of purchase of plant and machinery.

Major repairs of a fixed asset that increases its productivity.

Wages paid on installation costs incurred in Plant & Machinery.

Interest paid for the qualifying period as per AS-16 i.e. before the asset is constructed.

Q.2 | Write short note on: Deferred Revenue Expenditure. | (i
Answer: Deferred Revenue Expenditure:

o, o B N

* Revenue expenditure, whose benefit extends to more than one accounting period are known as
deferred revenue expenditure.

¢ As per accountancy principles only that part of the expenditure which is pertaining to the
accounting period can be charged to the Statement of Profit and Loss of the year, remaining
amount should be carried forward in the Balance Sheet and it should be written off against the
future income.

e  Part of such revenue expenditure which is not yet charge to Statement of Profit and Loss is to
be treated as assets for the purpose of disclosure in the balance sheet for the time till the
benefit of such expenditure is fully exhausted.

e Examples of deferred revenue expenditure are expenditure on an advertisement campaign to
launch a product in the market, discount allowed on subscription to debentures, development
expenses in the case of mines and plantations, etc.

e While verifying deferred revenue expenditure, the auditor must satisfy himself that:

1. itis proper to defer the expenditure;

2. the period of amortisation of the expenditure is reasonable;

3. the expenditure shown to have been incurred during the year actually occurred during the
year and there is proper authority for the expenditure and for its deferral;

4. the criteria which previously justified the deferral of the expenditure continue to be met
and the expected future revenue / other benefits related to the expenditure continue to
exceed the amount of unamortized expenditure.

5. the necessary principles laid down under AS 26 "Intangible Assets” have been examined, to
ensure whether such kind of deferment is allowed to be made or not.

Q.3 | Distinguish between Capital expenditure and Deferred revenue expenditure. [Nov. 07 (4 Marks)]

Answer: Capital Expenditure vs. deferred Revenue Expenditure

(a) Capital expenditure result in acquisition of new fixed assets or increase in future benefits from
existing fixed assets beyond pre-assessed level.
Deferred revenue expenditure are expenditure of a revenue nature which bring in future
benefits without creating a tangible or intangible fixed assets or by way of improvement in the
existing assets.

(b) Capital expenditure adds to the net worth of the concern. Deferred revenue expenditure is not

\l\ considered in calculating net worth,
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(©) Capital expenditure is shown under the head non current assets in balance shﬁ[ma_
revenue expenditure is shown under the head "Miscellaneous expenditure not written off o
adjusted”. However in case of a company, entire amount need to be charged to Statemeng o
Profit and Loss as there is no heading of Misc. expenditure in Schedule 111 to Companies Act

Q.3A

2013.
| Mention the purpose for which capital expenditure is incurred. 2, [Nov. 16 (6 Marks)}~

Answer: Purpose for which capital expenditure is incurred:
A capital expenditure may be incurred for the under mentioned purposes-

(a) Acquiring fixed assets, i.e., assets of a permanent or a semi-permanent nature, which are helg

not for resale but for use with a view to earning profits.
(b) Making additions to the existing fixed assets.
(c) Increasing earning capacity of the business.
(d) Reducing the cost of production.
(e) Acquiring a benefit of enduring nature of a valuable right.

(i) land; (ii) building; (iii) plant and

The different forms that capital expenditure takes are:
paid for the lease of a building; (vi) development

machinery; (iv) electric installations; (v) premium

expenditure on land; and (vii) goodwill; etc.

Q.4

6.2 - DEPRECIATION

ation. [May 11 (8 Marks)]

Define Depreciation and discuss various purposes of providing depreci

Or
[Nov. 14 (4 Marks)]

Write short note on: Purposes of providing depreciation.

-oviding deprecation:

Answer: Deprecation and purpose of providing

AS 10 "Property, Plant and Equipment” defines depreciation as the s
ount is the cost of an asset, or

ystematic allocation of the

depreciable amount of an asset over its useful life. Depreciable am
other amount substituted for cost less, its residual value.

Purposes of Providing deprecation:
(a) To provide the funds for the replacement of assets: This is accomplished by retaining the

amount of depreciation charged in the profit and loss account in the business.

(b) To determine true cost of manufactured goods: As the value of fixed assets depletes

gradually by consumption during the process of production, it is necessary that such

consumption of value be charged in the accounts for determination of the true cost of
production.

(c) To determine the profit or loss for the year: Depreciation being an expense represented by
the loss in value of fixed assets arising on use, it is charged to the profit and loss account for
determining the profit or loss during a year

(d) To show a true and fair value of entity's assets in the balance sheet: since the original
costs of fixed assets gradually decreases due to use and other factors, it is improper 1O

continue to carry such assets at original costs. Therefore, the amount of depreciation charged

in the profit and loss account representing the loss in value of the assets is deducted from the
original cost on a cumulative basis so as to reflect in the balance sheet a true and fair value of

the fixed assets.
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Q4A | Is there any statutory necessity to make disclosure of depreciation in company’s accounts?

L [Nov. 16(6 -mu
| Answer: Disclosure of depreciation in company'’s accounts |
i Disclosure of depreciation in the accounts is a statutory necessity due to below mentioned

( provisions

* Schedule Il to the Companies Act, 2013 needs disclosure in the financial statements about the
depreciation method used and the useful lives of the assets for computing depreciation, if they
are different from the life specified in the Schedule |1.

* Schedule 11l "General Considerations for preparation of Balance Sheet and Statement of Profit
and Loss of a Company”, to the Companies Act, 2013, requires separate disclosure of
depreciation charged and impairment losses/reversals along with a reconciliation of the gross
and net carrying amounts of each class of assets at the beginning and end of the reporting period
showing additions, disposals, acquisitions through business combinations and other
adjustments.

* AS 6 requires following information to be disclosed in the financial statements;

(i) the historical cost or other amount substituted for historical cost of each class of depreciable
assets;

(ii) total depreciation for the period for each class of assets; and

(iii) the related accumulated depreciation.

e AS 6 also requires disclosure of below mentioned information in the financial statements
alongwith the disclosure of other accounting policies:

(i) depreciation method used; and
(ii) the useful lives of the assets for computing depreciation, if they are different from the life

specified in the Schedule.

: "L'.'-‘"’;“r-m IR e O R y T
WMmovmom _ 0l A s P ALY s e e

Qs Distmgutsh Between: Reserves and Prowsnons. [May 07 May 12 (5
Answer 'Reserves and Provisions:
r ~ Reserves Provisions =
(a) Itisanappropriation of profit (a) Itis acharge against Profit. -

S —

(b) They are not intended to meet any liability, | (b) They are made to provide for
contingency or diminution in the value of assets, depreciation, renewal or a known
though may be made for some specific liability or a disputed claim
purposes, like redemption of debentures.

[ (c) Reserves cannot be created unless there is a | [ (c) They must be created whether or not
profit except a few like revaluation reserve there is profit

(d) Reserves are generally optional except few ones (d) Provisions are not optional and have

like creation of CRR, DRR, etc to be made as per generally accepted
I

--—..1L.__, accounting principles. I

M——
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Amwer: Provisions:

i wiation, renew
; harged against revenue to provide for deprec al o
* Provisions are amounts charg : o amount of which cannot be determineg

diminution in the value of assets or a known liability the

with substantial accuracy or a claim which is disputed o | | -
e A he diminution In assets va
erred from i nake qo()d t >
i ' neferred from profits to Make ¢
mounts contributed or tra | ot e “l’s'

oyed, a
due to the fact that some of them have been lost or destroy e
rable are also described as provisions.

calamity or debts have proved to be irrecove _
: of Profit and Loss before arriving at the

e Provisions are normally charged to the Statement
amount of profit.
Specific Reserves:

rofit
e Specific reserves are created for some definite purpose out of the p
ith the business which the Article of Association or, the

s of the company. The

purpose may be anything connected wi

. ment of fixed as:
directors want to be provided for, such as dividend equalization, replace .

- i e fluctuation etc.
expansion of the organization, Income-tax liability for future foreign exchang

- s, these are available for
» Though the concerned amounts are carried under the earmarked head

distribution as dividend on the recommendation of directors but subject to the approval of
shareholders, since these are created by appropriation of profits.

* Tocreate any specific reserve, existence of profitis essential.

e Some of the specific reserves may be required under the contractual obligations or legal

compulsion, for example: (i) funds for redemption of debentures and (ii) development rebate

reserve.
WWonssm ; .
Q.7 Write short note on: General Principles of Verification of Assets. [May 06 (4 Marh&
| R

- Answer: General Principles of Verification of Assets:

| Verification of assets is an audit procedure, normally carried out at the year end to confirm the
ownership, valuation and existence of items at the Balance Sheet date. Primarily verification of
assets is the responsibility of the management.

The auditor, however, should verify the assets so as to confirm the followings:

(a) Existence: to ensure that the assets were in existence on the date of Balance Sheet.

(b) Purpose to ensure that the assets have been acquired for the purpose of the business and
under a proper authority.

() ership: Lo ensure that the right of ownership of the assets vested in or belonged to the

undertaking,
(d) Charge: to ensure that assets were free from an

y lien or charge not di ‘ lance
Sheet ge not disclosed in the Ba

(e) Valuation: to ensure that assets have been correct!

condition, and

y valued having regard to their physical

: (f)  Disclosure 10 ensy
: — ot
| hat their values are correctly disclosed in the Balance Sheet.
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a8 Disﬂngmim e i |
Answer Vouching vs. Uenﬂcauo;
r Vouching " Verification &34
(a) It examines the entries relating to the | (a) It examines the assets and liabilities
transactions recorded in the books of appearing in the balance sheet of the
account. enterprise.

(b) It ensures completeness, accuracy and | (b) It confirms  existence, ~ownership,

validity of transactions. valuation and disclosure of B/S items.

(c) Itis based only on documentary evidence. | (c) It involves physical examination also.

(d) It is done throughout the year (d) It is dome at the end of year after
preparation of balance sheet.

(e) Itis not concerned with valuation. (e) It also includes valuation.
. A
: TION OF NON CURRENT ASSETS - 7075 - iers iyt ey iy T
0.9 How will you vouch or r verify: Leasehold properties [NOV 09 (5 Mar k’)]

Or
meoshorlnoum\loriﬁuuondmnquludonm W 1 (Sm),llov 14 (lbhrlun

SR

Answer: Verification of Assets acquired on lease:

1. Inspect the lease agreement to ascertain the amount of premium payable and other terms and
conditions and its registration. A lease exceeding one year is not valid uniless it has been granted
by a registered instrument (Sec. 107 of the Transfer of Property Act, 1882).

2. Ascertain that all the necessary conditions prescribed by the lease, are being duly complied with.

3. Examine the counterpart of the tenants’ agreements, if part of the leasehold property has been
sublet.

4. Ensure that the outlay as well as any legal expenses incurred to acquire the lease which are
shown as an asset in the Balance Sheet are being written off at a rate which could completely
wipe off the asset over the unexpired term of the lease.

5. Ensure that assets acquired under finance lease are segregated from the assets owned.

6. Ensure compliance of requirements of AS-19 and disclosure requirements of Schedule 111 to the
Companies Act 2013

Q.10 | How will you verify the Building? N SRR P SO VM fmu«m@

Answer: Verification of Building:

1. Examine the title deeds of buildings to ascertain the ownership of the building. If the title deeds
are kept in custody of third party, obtain a certificate to that effect and ensure whether there
exists any mortgage over the property.

2. Verify the original cost of buildings with reference to the conveyance deed. If the building is self
constructed, verify the original cost with reference to the cost as recorded in the books of
account.

3. Ensure that appropriate depreciation has been provided. In case depreciation has not provided,
a note to this effect should be given in the statement of Profit and Loss.

4. In case of leasehold building, examine lease deed, to ascertain the cost, amortisation, etc. and

e | also ensure compliance of all terms and conditions as contained in the lease deed.
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5. Ensure that buildings have been carried at itwf;'ébprnpr jate value as per the provisions of AS.1g

"Property, Plant and Equipment”

6. In case of a company, compliance of requirements of Schedule i1 and 111 to the Companies Acy
2013, needs to be ensured.

7. Examine that the relevant particulars of buildings have been entered in the fixed assets recorq

maintained by the client

Q.11 | How will you vouch or verify: Patterns, Diss andLoose Tools Ete.  [M&y 13 (A Markal]

by oo wisas e s -

' Answer: Verification of Patterns, Dies and Loose Tools:

(a) Obtain a list of inventory of such assets as well as details of dat
: , ; . i a

(b) Examine weather the entity exercises appropriate control over its stor

. i i nsure t
(c) Examine the method of accounting followed by the entity and e |
ure disclosures in the financial statements,

ut or defective articles the life of which

e of acquisition, invoice etc.
ge and issuance.
hat the method is

followed consistently. In case of any change ens
(d) Ensure that the inventory does not include any worn O
has already run out.
Q.12 | How will you verify the following: fNov. 15 (@
(a) | Intangible Assets i it S
" Answer: Verification of Intangible Assets:
1. Auditor should ensure that intangible ass

that the future economic benefits that are at

enterprise; and (b) the cost of the asset can be measured reliably.
sured at cost. After initial

et should be recognised only if (a) it is probable
tributable to the asset will flow to the

2. Ensure that at initial stages, intangible asset should be mea

recognition an intangible asset should be carried at its cost less any accumulated

amortisation and any impairment losses.
Ensure that if an item covered does not meet the definition of an intangible asset,

3.
expenditure to acquire it or generate it internally is recognised as an expense when it is
incurred.

4. In some cases, an asset may incorporate both intangible and tangible elements that are, in

practice, inseparable. Ensure that in determining whether such an asset should be treated
under AS 10, "Property, Plant and Equipments”, or as an intangible asset under AS 26,
“Intangible Assets” appropriate judgement has been taken to assess as to which element

is predominant.
5. Auditor should also ensure that proper disclosure is made in the financial statements

about the carrying amount, amortisation methods, useful lives, etc. in compliance of AS 26

and Schedule 111 to the Companies Act, 2013.

=u Mmoo T [May0s (4Marks)]

Answer: Verification of Goodwill:
(a) Ensure that goodwill has been recognized in the books in compliance of AS 26. As per AS

= 26, "Inangible Assets”, internally generated goodwill is not to be recognised as an
asset, as it is not an identifiable resource controlled by the enterprise that can be
measured reliably at cost,

(b) Examine the vendors' agreement to ascertain the amount of goodwill.

(c) Ensure that whenever business is acquired at a price, payable in cash or otherwise

[ which 15 In excess of the value of net assets taken over, such excess amount s the

goodwill
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(d) Ensure that only the nmdunl paid to the vendors not represented hy. E.’s}anr)ica or

intangible assets, the value of which can be measured reliably has been debited to
goodwill account.,

(e) Ensure goodwill has not recognised in the books by revaluation of assets or writing back
the amount of goodwill earlier written off.

() Ensure that the goodwill not yet written off has been properly disclosed under the head
“Non-Current Assets” as per Schedule || requirements,

(9) Ensure amortisation of goodwill over a reasonable period as a matter of financial
prudence.

(c) | Patents [Nov. 04 (4 Marks)]
Answer: Verification of Patents:

(a) Obtain a list of patents owned by the client as on the balance sheet date and verify
ownership of a patent by inspection of the certificate issued in respect of grant of the
patent.

(b) Examine the agreement if it has been so as to find out the total cost.

(¢) In case of outright purchase of patent rights, the purchase consideration, legal fees and
registration charges should be included in cost. When they are developed within the
organisation, all costs incurred on their development including legal and registration
expenses for registration of the patent should constitute the cost.

(d) Check that the patent rights are alive and legally enforceable.

(e) Check that renewal fees have been paid on due dates and being charged to revenue. The
last renewal receipt should be examined to ascertain that the patent has not lapsed.

()  Ascertain that the rate at which the value of each patent is being written off is adequate
since the amount paid in respect of each patent should be amortised over its life or a
lesser period if its commercial life is shorter; its value would be completely written off
by the time it would cease to have a commercial value.

(g) Ascertain that only the actual cost incurred in the process has been capitalised.

(d) | Trade Marks and Copyrights ; _ AR
Answer: Verification of Trade Marks and 00pyrighfs:

1. Obtain duly signed schedule of Trade Marks and Copyrights and confirm that all of them

are shown in the Balance Sheet.

2. Examine the written agreement in case of assignment of Copyrights or transfer of trade

marks.

3. Ensure that trade marks and copyrights have been duly registered under respective laws.

4. Verify existence of copyright by reference to contract between the author & the entity

and note down the terms of payment of royalty.

5. See that the value has been determined properly and the costs incurred for the purpose

of obtaining the trade marks and copyrights have been capitalised.

6. Ascertain that the legal life of the trade marks and copyrights have not expired.

Ensure that amount paid for both the intangible assets is properly amortised having
regard to appropriate legal and commercial considerations, as per the provisions of AS
B2 Yol ¢ 26 on Intangible Assets.
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Q. | " R ———————— —4-- e R - 3 b B0 22 P A . 408 : sjj
Q.13 | How will you vouch or verify: Capital Work in proﬁr‘“f W
' : ntor m
Answer: Verification of Capital Work in Progress: - stallation: |t may be pla achinery, ngg
ets under 1 ry. To verify th r
Capital Work-in-Progress represents assets Ul o factory. o torry.
o ent r
construction, or construction project for establish™
auditor should take the following steps: porisation of capital expenditure.
(a) Examine Board Meeting minute pook to check aut ihe Balance Sheet under this heaq
_ n .
(b) Obtain the break up in details of the amount s ry or other assets with reference 4, the
ine
: lant, machin
(¢) Check amount incurred on purchase of p
: su liers-
stage of completion, and amount paid to the suppP "
Capital WIF.

(d)
(e)
(f)

the
Examine the allocation of common costs to has not been covered under Capita| Wip
jal use '
ut to CommefC ) " a
Ensure that the assets already P - CommiSSiOI’“nQ stage are capitalised under this
pto pr

Verify that only expenses incurred U
the Capital WIP.

head.
he quantum of
heet under the head Non C'-"'Tent

Obtain Architect’s certificate to ascertaint

(9) S

(h) Ensure proper disclosure of Capital WIP in the Balance
Assets. AT T

Q.14 | How will you vouch or verify: Investment in the Shares and Debenture-.f» of Subsidiary. N
Answer: Verification of Investment in Shares and Debenture of subSidmry,: .

1. Obtain a complete schedule of all such investments held, showing particulars as regards the
name of the subsidiary company. class of shares or debenture, date of purchase, number g
units, book value, dividend received etc.

Verify the particulars entered in the schedule with the relevant account in the General Ledger,

3. Examine all the investments by inspection of the securities, share scrips or certificates,
debenture bonds, etc. If any of the securities are held by bankers, obtain a certificate from the
banker which should also disclose the charge, if they are subject to any such charge.

4. These investrments should be shown separately as per the requirements of the provisions
contained in Part | of Schedule Il to the Companies Act, 2013.

5. The shares or debentures of a subsidiary are valued at cost.

6. Ensure that a provision has been made by the holding company for proportionate amount, in
case subsidiary has suffered a loss.

Q.15 | How will you vouch or verify: SE B T A R 3 : T
(a) | Endowment Policies e - . : 8. ——-

Answer: Verification of Endowment Policies:

1. Ascertain the specific purpose for which the endowment policy is taken, eg Sinking
Fund polici i ot
policies for redemption of debentures, redemption of leases or policies taken for
other similar purposes, etc,
2. Verify the terms and conditi i
ons of policies and ens
ure iti i
i that all such conditions are in for®
Check that premium has been deposited in ti
me and the policy is in force.

Examine that proper dis
closu
. f e res have been made in the financial i respect of
items for which the policy has peen tak cial statement inr
; en,
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[ Assets Abroad _ £05

6.6 - AUDIT OF INVENTORIES
Q.16 Comment on the "Responsibility for properly determining the quantity and value of inventories rests
with the management of the entity”. [Nov. 10 (4 Marks)]

Answer: Verification of Assets Abroad:

1. Inrespect of immovable properties situated abroad, examine the title deeds.

2. If title deeds are not available for inspection, a certificate should be obtained from the
Person in whose custody title deeds are kept.

3. Ensure that certificate obtained clearly discloses that the properties are free from any
charge or encumbrance.

4. Ensure that the immovable properties abroad have been properly classified and

disclosed.

Answer: Responsibility for determination of quantity and value of inventories:

Guidance Note on Audit of inventories specifies the following:

The responsibility for properly determining the quantity and value of inventories rests with the

management of the entity:.

The management satisfies this responsibility by carrying out appropriate procedures which will

normally include verification of all items of inventory at least once in every financial year.

This responsibility is not reduced even where the auditor attends any physical count of

inventories in order to obtain audit evidence.

In any auditing situation, the auditor employs appropriate procedures to obtain reasonable

assurance to corroborate the management'’s assertions regarding the following:

1. Existence: that all recorded inventories exist as at the year-end.

2. Ownership: that all inventories owned by the entity are recorded and that all recorded
inventories are owned by the entity.

3. Valuation: that the stated basis of valuation of inventories is appropriate and properly
applied, and that the condition of inventories is recognised in their valuation.

Q.17 | As an auditor, what would you do in the following situation: The company has sent semi-finished

goods to third parties for further processing, which is lying with them at the end of the year.

Answer: Semi-finished éood lying with third partie;: .

Semi-finished goods are the part of inventories and therefore such goods, though, not present with

the company, should be included in the closing inventory. The auditor is required to undertake the

following steps:

(i)
(i)

(iii)

(iv)

Ensure that semi-finished goods (WIP) have been included for valuation of inventory.

Obtain confirmation letters from third parties in respect of quantity lying with them as at the
end of the year. The auditor may also consider carrying out the appropriate audit procedure to
obtain assurance about the condition of such inventory as per the requirement of SA 501
"Audit Evidence - Specific considerations for Selected items" .

Guidance Note on Audit of inventories recommends that auditor should carefully assess the
stage of completion of WIP for assessing the appropriateness of its valuation and may perform
the following:

e Examine the production / costing records

e Hold discussions with the personnel concerned.

e Obtain expert opinion wherever necessary,

Check that the disclosure requirements as specified in Schedule |1l to the Companies Act, 2013

and AS 2, "Valuation of Inventories” have been followed.

Mm
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or assessing

practic

How will ) you  vouch/Verify t the followmg.
the appropriateness qf

Answer: Verification of Work in Progress
f the WIP f its

stage of completion ©

rm the following:

ords (e.g. oSt ®
erned, and

To carefully assess the

valuation, the auditor may perfo

. » . | heets).
examine the production/costing rec

e hold discussions with the personnel conc

re necessary-

is impracticabfea
hich the WIPisa

hould 13y greater emphasis -

e obtain expert opinion, whe
| : ; the auditor 5
f physical verification of WIP

ascertaining whether the system, from w
uld be verified as follows:

eets are duly attest
t as disclosed by th

r

Cost sheets of WIP sho
ed by the Works
e cost records b

d in the cost sh

y verification of quantities ang

(a) Ascertain that the cost sh
eets by reference to the

(b) Test the correctness of the cos
cost of materials, wages and other charges include

records maintained in respect thereof. .
y the cost sheet with the estimated cost.

st or job cost as shown b

of overhead expenses
tail with that of the

a rational basis.

(¢) Compare the unit co
If they vary materially

(d) Ensure that the allocation

had been made on
previous year:

(e) Compare the cost sheet in de

investigate the cause thereof.
alance Sheet date has been appropriately disclosed in

(f) Ensure that the Work-in- Progress as at B
Balance Sheet as per the requirements of Schedule I
‘r_________________——
[May 09 (5 Marks)]

Q.19

WmMmmmlWMMWWM__________‘
during inventory taking:

Answer: Physical attendance by )y auditor
gement. The auditor may find

5 the responsibility of the mana

ng, if the inventory value Is material 1
ing depends upon the internal control system

(a) The physical verification of stock 1
n his opinion.

it appropriate to attend the stock taki

(b) The extent of participation In inventory tak
prevailing, results of examination of inventory record
end inventory taking, he ensure that the Ins

s and analytical review procedures.
(c) When auditor att tructions given for inventory

taking is followed.
himself for their existence and quantum. He selects to test high

(d) He test checks few items by

value items importantly.
(e) The physical conditions of stock — like its age, deterioration, obsolescence etc., are looked into

by auditor.
(f) The auditor reviews stores records and notes down major discrepancies for reconciling them in
a subsequent date.
h i i
The cut off arrangement is also looked into ensure that the entity accounts for stock for which

(9)

liability had been booked and excludes stick which had been sold

Q.20

State the different types of Analytical Review carried out in verification of i tori
inventories.
[May 06 (6

{Tﬂnswer: Analytical Review carried out in verification of Inventori
ies:

I. RECOl ClllaUOI of qualltlt es of ()‘)eﬂ ng StOCkS
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| 2. Comparison of ¢ 0sing stock quantities and amounts with those of the previous year,
' 3. Comparison of the relationship of current year stock quantities and amounts with the current
year sales and purchases, with the corresponding figures for the previous year,
4. Comparison of the composition of the closing stock (e.g., raw materials as a percentage of total
stocks, WIP as a percentage of total stocks) with the corresponding figures for the previous
year;
Comparison of current year gross profit ratio with the gross profit ratio for the previous year,
6. comparison of actual stock, purchase and sales figures with the corresponding budgeted
figures, if available:
comparison of yield with the corresponding figure for the previous year;
8. comparison of significant ratios relating to inventories with the similar ratios for other firms in
the same industry, if available;
9. comparison of significant ratios relating to inventories with the industry norms, if available.
Q.21 | How will you vouch or verify: Stock Lying with third party. [Nov. 05 (4 Marks), June 09 (5 Mackely
Answer: Verification of Stock Lying with Third Parties:

As per SA 501 "Audit Evidence — Specific considerations for Selected Items”, when inventory is lying

under the custody and control of a third party and is material to the financial statements, the

auditor shall obtain sufficient appropriate audit evidence regarding the existence and condition of

that inventory by performing one or both of the following:

(a) Request confirmation from the third party as to the quantities and condition of inventory held
on behalf of the entity.

(b) Perform inspection or other audit procedures appropriate in the circumstances.

In addition to the procedures prescribed in SA 501, auditor is required to pay attention to the

following:

(a) Evaluate condition of goods and see whether adequate provision has been made.

(b) Check whether subsequently the goods lying with third party were sold or received back after
the expiry of stipulated time period.

(c) Ensure that the goods have been included in the closing stock though lying with third party.

Q.22 | How will you vouch or verify: Inventory lying with subcontractor for fabrication. : : e

Answer: Verification of Inventory lying with subcontractor for fabrication:

1. Obtain a confirmation letter from the sub contractors.

2. Determine the necessity of holding inventory by subcontractor. If the inventory is lying with
them for long, the reason for the same should be ascertained.

3. The condition of the inventory should be confirmed by the management.

4. The inventory should be valued at cost or NRV, whichever is less. The processing charges
incurred should be added to the cost. The provision for the liability towards unpaid processing
charges should be created.

5. The inventory should be disclosed under the head current assets under the sub head inventory.

6. Adjustment in accounts should be made for any discrepancies between inventory confirmed

and inventory sent out as per memorandum records.

Compiled by: oa. Pankaj Garg
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How will you vouch or verify: Goods sent on consignment.

Q.23
Answer: Verification of Goods sent on Consignment: vl P
. tity and value of goods
(a) Vouch the Proforma invoice sent with goods to ascertain the quan )f( et g ‘ sent.
i ipt for fr arged.
(b) Freight evidences given by the transporter like Challan, Bill Rece r; - bg |
i id recei sue n

(c) Insurance charge to be verified from cover noté and premium pa Y Insurancg

Company. . "

. s sold, expenses in

(d) Account sale sent by consignee, referring to sale price of the good ? curred by

him and stock remained unsold. bal

i ent on balanc
(e) Obtain confirmation from consignee for the goods held on consignm ot 2 ShREl e,
. clusi

(f) Unsold goods should have been taken in the closing stock valued properly Inclusive of expenses

(Proportionate) incurred by consignee. &

s the Company.
(g) Journal entries relating to such transaction be verified from the books of pany
Q.24 | How will you vouch or verify: Loss of Inver_ﬁc—:ry by Theft. %
Answer: Verification of Loss of lnﬁagqmﬁ;ft:
he First Information Report (FIR) filed in

1. The most important evidence for verification will be t

the Police Station.
ncial records and inventory

2. The contents of the FIR need to be cross checked with the fina

records.
3. If noFIRis lodged, then ascertain the reasons a

t the quantity and value of the stolen

nd their genuineness.

Ensure tha inventory is not included in the closing
inventory.

h inventory was insured and whether theft claim was lodged with the

5. Verify whether suc

insurance company.

he following: Balance confirmations from trade

Give your comments and observations on 1t

receivables/trade payables can only be obtained for balances standing in their accounts at the year-

end.
e e

alance Confirmations from trade receivables / trade payables:

Answer: B
e Guidance Note on Audit of Debtors, Loans and Advances” recommends that the trade receivables

may be requested to confirm the balance either:
(i) As at the date of the balance sheet; or
(i) As at any other selected date which is reasonably close to the date of the balance sheet.
e The date should be settled by the auditor in consultation with the entity.
e Where the auditor decides to confirm the trade receivables at a date other than the balance sheet

date, he shou i .
ould examine the movements in trade receivable balances which occur between the

confirmatio
n date and the balance sheet date and obtain sufficient evidence to satisfy himself

that tr i .
ade receivable balances stated in the balance sheet are not materially mis-stated

e Therefore, it i
it is not necessary that balances of trade receivables/ trade payables should

necessarily be verified only at the end of the year only

w’f
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“0.26 [Pescribe "Analytical Review Procedures” in Audit. Briefly discuss analytical procedures for
yerification of debtors. [May 14 (8 Marks)]
Answer: Refer Q. No. 82 of Chapter No. 10— ' -

7 [ Mention disclosure require

0.2

ments of Trade Receivables in the financial statements of acompany.

e,

1

e R o ps
Answer: Disclosure requirements of Trade receivable:

Agdgregate amount of outstanding trade receivables exceeding 6 months should be shown
separately,

Trade Receivables shall be further classified as:

* Secured, considered good

e Unsecured, considered good

o Doubtful

3. Allowance for bad and doubtful debts disclosed under relevant heads:

Debts due from:
e Directors or other officers of the company
¢ Amounts due by firms in which any director is a partner

* Amounts due by private companies in which any director is a director or member

Tﬁa" You are the auditor and examining the book debts of a company. Give some indications which leads to

doubt about recovery as uncollectable debts from trade receivables and advances.

© o oA wNn o

7.
8.

Answer: Indications leading to doubt about recovery as to uncollectable debts:

Non adherence of credit terms.

Payments are received in parts in relation to the total outstanding balance.
Nonpayment of old bill, while later bills have been fully settled.

Dishonour of the cheques received from the trade receivables.

The debt is under litigation, arbitration, or dispute.
Unwillingness or inability of the trade receivable to pay the dues, e.g., a trade receivable has
either become insolvent, or has closed down his business, or is not traceable.

Amounts due from employees, who have been terminated from the employment.

Collection barred by law of limitation.

Q.29 | How will you vouch/verify the following: Bad Debts.

~ [May09 (5Marks)]

1.

"iPiled by: CA. Pankaj Garg Page 101

Answer: Verification of Bad Debts:

Obtain a schedule of bad debt written off during the year and trace the amount written off with
the accounting records.

Major amount of bad debts in the schedule be taken for scrutiny.

Check that the amount considered in write off had been overdue for long and scrutinize the
correspondence files.

Ensure that decision for writing off the debts has been taken by the appropriate authority.

The bad debts should be properly disclosed in Statement of Profit and Loss according to its
materiality.

If provision for bad debts had already been made for bad debts, ensure that to the extent of

actual bad debts written off, the provision is reversed.
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Q.30 | How will - = e G
you vouch or verify: Advances given to suppliln. " [Nov. 0'47(47Ma'rks), Nov. 07 (5 Mari{;’jf

Answer: Verificati
nswer: Verification of Advances given to Suppliers:

Examine the bought ledgers to ascertain the debit palance of creditors and trace the

corresponding entry to the cash/bank book.
palances in bought ledger.

Obtain a schedule of advances to suppliers and verify it with
payment and examine Whether

Assess the possibility of delivery of goods against advance
provisioning is required.

Obtain/resort to direct confirmation procedure.
Ensure proper classification in the balance sheet as per requirement of Schedule .

t the reason thereof.

5 and enquire abou

Pay special attention to long outstanding advance

Q.31 | How will you verify the following: Balances with Excise authority. AR se

Answer: Verification of Balances with Excigéﬁnﬁo;iﬂty:ﬁ
Balance with excise authorities in Personal Ledger account (PLA) is a short term advance and may

be verified as below:
e authority in PLA Account should be checked with the statements of

cise section of the unit.

1. The balance with excis
accounts/records kept with ex

2. The remittance into the account,

the utilization out of it etc should be cross checked with bank
book, clearance forms etc.
The balance confirmation may be checked.

The balance should be shown under curren

t assets and advances in balance sheet.

It is to be ensured that the balances in PLA is used only to the extent of liability after adjusting

Cenvat credit where available. )

6.8 - AUDIT OF CASH AT BANK & CASH IN HAND
pt to test the authen

Or it §

How will you verify the following: Bank Balances?

Q.32 What procedures an auditor should ado ticity of cash at bank. [Nov. 11 (5 Marks)]

Answer: Verification of Bank Balances:

1. The auditor should advise the entity to send a letter to all its bankers to, directly confirm the

balances to the auditor.

amine the bank reconciliation statement prepared as on the last day of

2. The auditor should ex
the year to identify cheques is:

deposited but not credited in the bank a

sued by the entity but not presented for payment, and cheques

ccount and their tracing in subsequent period.

3. The auditor should pay special attention to those items in the reconciliation statements which

are outstanding for an unduly long period.

umber of cheques has been issued/deposited in the last few days of the year,

4. Where a large n
and a sizeable proportion of his
may indicate an intention of understating credito
balances. In such a case, it may be appropriate for the auditor to ob

parties concerned, especially in respect of cheques involving large amounts. The

such cheques has subsequently remained unpaid/uncleared, t
rs/debtors or understating/overstating bank
tain confirmations from the
auditor should
der the

also examine whether a reversal of the relevant entries would be appropriate un

circumstances.
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5. Inrespect of fixed deposits, the relevant r(aceiy)fﬁ/r:t!lHflf;nt(,\',, duly supported by bank advices,

should be examined,

6. Remittances shown as being in transit should be examined with reference to their credit in the
bank in the subsequent period.

7. Where material amounts are held in bank accounts which are blocked, e.g., in foreign banks
with exchange control restrictions or any banks which are under moratorium or liquidation, the
auditor should examine whether the relevant facts have been suitably disclosed in the financial
statements.

8. Where the auditor finds that the number of bank accounts maintained by the entity is
disproportionately large in relation to its size, the auditor should exercise greater care in
satisfying himself about the genuineness of banking transactions and balances.

Q.33 | Mention disclosure requirements of Bank Balances in the financial statements of a company.

Answer: Disclosure Requirements of Bank balances:

1. Cashand Cash Equivalents shall be classified as:
e Balances with Bank
e Cheques, Drafts on hand
e Cashonhand
* Others (specifying nature)

2. The following shall be shown separately:
e Earmarked balances with bank.
» Balances with bank held as margin money or security against borrowing, guarantees and

other commitments.

* Repatriation restrictions, if any, in respect of cash and bank balances.

¢ Bank deposits with more than 12 months maturity.

Q.34 | "No entry is passed for cheques received by the auditee on the last day of the year and not yet
deposited with the bank”. Give your comments and observations.

Answer: Cheques Received on the Last Day of Accounting Year:

e Many a times, cheques are received from the customers on the last day of the accounting year and
there are chances that these cheques could not be deposited in the bank on the same day.

» Though in general, it is expected that all cheques should be deposited in the bank daily, but there
may be a possibility that such cheques which are received particularly during the late hours could
not be deposited in the bank.

* Insuch cases, it becomes important that such cheques should be properly accounted for to avoid
any frauds and that the financial statements reflect a true and fair view. For this purpose, an
effective internal control system needs to be ensured.

* It should be ensured that a list of such cheques is prepared in duplicate and a copy of the same
has been sent to person controlling the trade receivables’ ledger and a second copy is handed
over to cashier along with the cheques received. The person who is controlling the trade
receivables’ ledger should ensure that proper accounting entries have been passed by crediting
respective trade receivables’ accounts.

* The balance of cheques-in-hand should also be disclosed along with the cash and bank balances in

the financial statements.

—— e

Compiled by: ca. Pankaj Garg Page 103
B,




Q35

C " s
A IPC (Inter) - Auditing & Assurance” Practice Manual cum Scann,
"

R,

State any six important points to be examined by you, as an auditor, in verifying the COT'FQEE-.Q‘;;\_\
bank balance of an Educational iInstitution which deposits all its collection/receipt in sepa b
M account of a bank. "‘ﬁ
Answer: Verification of Bank Balance of an Educational Institution: N

For verifying the balances lying with bank in collection account, the auditor should adopt f°“°Wing
procedure:

1. Compare the counterfoils of pay-in-slips with the entries in the ledger account.

2. Compare the entries in the ledger account with the pass book or bank statement.

3. Review the bank reconciliation statement for its correctness.

4. Scrutiny the subsequent period bank statement to ensure that items of reconciliation are
subsequently cleared.

Check the casting, carry forwards and balancing of ledger account.

o

Obtain the balance confirmation certificate from the Bank.

Wm%mm@d@mm@mwm@

Answer: Maintenance of Huge Cash Balance:
"Guidance Note on Audit of Cash and Bank Balances” recommends that if, during the course of the

audit, it comes to the attention of the auditor that the entity is consistently maintaining an unduly
large balance of cash in hand, he may perform the following procedures:

1. He should carry out surprise verification of cash more frequently.
2. If the cash in hand is not in agreement with the balance as shown in the books, he should seek

explanations from a senior official of the entity.
3. In case any material difference is not satisfactorily explained, the auditor should state this fact

appropriately in his audit report.
4. He should satisfy himself regarding the necessity for such large balances having regard to the

normal working requirements of the entity
5. The entity may also be advised to deposit the whole or the major part of the cash balance in the

bank at reasonable intervals

[ M, Statutory Auditor of ABC Ltd wants to verify cash on hand as on 31+ March, 2016. The Mamq-mﬁ
informs Mr. M. that it is not possible to cooperate, as cashier has been hospitalised. Advise Mr. M. th

how to deal with the situation. ﬁ

Answer: Limitation o.r-'l_Scbbe of Auditor
e As per "Guidance Note on Audit of Cash and Bank balances” the auditor should carry out physical

verification of cash at the date of the balance sheet. However, if this is not feasible, physical

verification may be carried out, on a surprise basis, at any time shortly before or after the date of
the balance sheet. In the latter case, the auditor should examine whether the cash balance shown
in the financial statements reconciles with the results of the physical verification after taking into
account the cash receipts and cash payments between the date of the physical verification and the
date of the balance sheet.

e Inthe present case, management refuses for physical verification as cashier has been hospitalised.

This refusal amounts to limitation on scope of auditor, which warrant the auditor to express

disclaimer of opinion or qualified opinion in his audit report depending upon the circurmstances.
Conclusion: Non co-operation of ABC Limited will amount to limitation on scope of auditors and

auditor may modify the report based on the circumstances.
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Answer: Verification of Borrowings from Banks: o

1,
2.

ual cum Scanner

e — -

=

m banks?

Reconcile the balances In the overdraft or loan account with that shown in the bank statements.
Obtain a certificate from the bank showing the balance in the accounts as at the end of the year.
Certificate may also be obtained from the bank showing particulars of securities deposited with
the bank as security for the loans or of the charge created on an asset and confirm that the same
has been correctly disclosed and duly registered with ROC and recorded in the Register of
charges.

Verify that the loan or draft has been raised by appropriate authority. In the case of a company,
only the BOD is authorised to raise a loan or borrow from a bank.

Confirm, in the case of a company, that the conditions prescribed in Sec. 180 of the Companies
Act, 2013 as regards the maximum amount of loan that the company can raise has not been
contravened.

Ascertain the purpose for which loan has been raised and the manner in which it has been

utilised and ensure that this has not prejudicially affected the entity.

Q.39

‘How will you vouch/verify: Bank Overdraft ! : ' [Nov. 09 (5 Marks)]

Answer: Verification of Bank Overdraft:
1.

Ensure that the overdraft facility is authorized by the board'’s resolution in case of a company /
partner’s resolution in case of a partnership firm.

Verify the agreement entered into with the bank to ascertain the nature of overdraft (Clean or
Secured).

Obtain from the bank particulars of assets on which a charge has been created to secure the
overdraft,

In case Overdraft is secured against hypothecation or pledge of company’s property, verify
whether charge has been registered with the ROC.

Obtain a certificate from the bank confirming the balance at the close of the year as shown in the
Bank statement.

Examine the bank reconciliation statement to value the cheques issued but not presented for
payment and cheques deposited but not credited.

Check the interest debited in the accounts has been correctly calculated and properly accounted
for.

Ensure that overdraft has been appropriately shown in the Balance Sheet as per the

requirements of Schedule I1I.

Q.40

How will you vouch/verify: Amount due to subsidiary companies? - [May 06 (4 Marks)]

2

&pect the documents executed by the holding company which constitute the basis of the loan.

Answer: Verification of Amount due to Subsidiary Companies:
L

Examine whether the subsidiary company is authorized by its Memorandum to advance the loan

to the holding company.

Verify the rate of interest at which the loan has been obtained and particulars of the security that

has been furnished and disclosure of the charge in the Balance Sheet.

= R ————— — = TraisSCs e e
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4. Verify by reference to the Balance Sheet of the subsidiary company that the l0an 1S duly reflectag

in the Balance Sheet as a ioan due from the hoiding company.
5. mummdwrycmpanmmymmmdcwtmmdmw

services which should be verified with the relevant documentary evidences.

6. Confirm the compliance of Section 189 of Companves Act, 2013, wherever applicable.
7 Ensure compiiance of drsclosure requirements of Schedule 111 to the Companes Act, 2013

Crodien L TR e ey a v

S a»ﬂ,m

h\'ﬂ' Voﬂﬂeﬂm of Trade Creditors:

(a) Check the adequacy of cut off procedure to ensure that transaction of next period are not
accounted and all transactions of year end are accounted.

(b) Check posting in the bought ledger from books of prime entry.

() Compare the balances in the schedule of creditors with balances in bought ledger.

(d) Compare the balances with the confirmation or statement of account received from trade
creditors.

() Pay special attention to long outstanding items and enquire about the reason thereof.

(f) Verify subsequent payments and reversal entries in the bought ledger of year end entries.

(@) See that trade creditors are classified and shown in the balance sheet as per requirement of

Schedute [ of the ~'4w“(\‘1rno< Aq ‘ﬂ’ |

fy: Bills Paysble
Nnﬁz;vo;if_“m of Bills Puyabh 7
Bills payable are acknowledgements of debts payable. For their verification, it is necessary to see
that bills paid have been cancelled and the lability in respect of those outstanding has been

correctly ascertained and disclosed. Steps involved in their verification are:
1. Vouch payments made to retire bills on their maturity or earlier and confirm cancellation of

i By

e il

e

relevant bills
2. Trace the entries from Bills Payable Book to the Bills Payable Account to confirm that the

liability in respect of the bills has been correctly recorded
3. Reconcile the total of the schedule of bills payable outstanding at the end of the year with the

balance in the Bills Payable Account

4. Obtain confirmation from the drawers or holders of the bills in respect of amount due on the
bills accepted by the client that are held by them.

8. Verify that the charge. if any, created on any asset for the due payment of bills has been

&

e, R

appropr lalt'ly disclosed

m Verification of Liability towards Gratuity:
The liability towards gratuity payabie to the employees at the time of cessation of service should be
ascertained and provided for in the accounts when the empioyees are in service, it is an ascertained
present liability accruing over the period of service but payable upon cessation of service. To verify
the liability recognised towards gratuity, auditor shall perform the following:
1. Check the quantification of the gratuity liability to ascertain whether the same had been

Q.43

actuarially determined.

>ompiled by: CA. Pankaj Garg
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2 Ascertain th
X W hﬁ‘iu on
3 which 1
' gratuity liability has been gscer tained If the maragement takes

| assistance of
i » an exper ‘
| Pert, perform procedures A% prescribed in 5A 500, i.e. to check the technical

competence of e i
tuary. the input fed to the actuary. the assumptions made by the actusry, the

me

Mhndolmw adopted by the actuary, opinion given etc
If auditor is n 4

a8 ® Mot satisfied with the wor k of management expert, he may appoint auditor's expert
and conduct
P Procedures relevant to checking the opinion of an expert in accordance with SA
4. The audit —_—

Or should bear in mind the relevant pronouncements of AS 15 "Employee benefits” in
this regard.

5. If the contributions are made to outside agency, say the insurance companies, auditor should
check the premium paid, the acknowledgement receipts issued by the insurance company, the
coverage of policy etc.

6. If the company maintains its trust for gratuity, the auditor may peruse whether the trust is an
approved one under income tax law, whether the trust accounts are audited, copy of the latest
accounts etc.

7. The contribution should be appropriately disclosed in the accounts as per Schedule || to the
Companies Act, 2013.

Q.44 | How will you vouch/verify: Provision for Taxation

Answer: Verification of Provision for Taxation:

1. Check whether the computation of income prepared by the client is as per the provisions of

Income-tax Act, 1961 and Rules made thereunder.

2. Review the adjustments, expenses, special rebates, etc. with particular reference to the last

available completed assessment.
3. Examine relevant records and documents pertaining to advance tax, self assessment tax and

other demands.
Compute tax payable as per the latest applicable rates in the Finance Act.
Ensure that overall provisions on the date of the balance sheet is adequate having regard to

current year provision, advance tax paid, assessment orders, etc.
Ensure that the requirements of AS 22 on Accounting for Taxes on Income have been

appropriately followed for the period under audit

6.10 - VERIFICATION OF CONTINGENT LIABILITIES

Q.45 Write a short note on: Contingent Liability.

" Answer: Contingent Liability:
As per AS 29 "Provisions, Contingent Liabilities and Contingent Assets” a contingent liability is:

(a) a possible obligation that arises from past events and the existence of which will be confirmed

only by the occurrence or non occurrence of one or more uncertain future events not wholly

within the control of the enterprise; or
a present obligation that arises from past events but is not recognised because:
it is not probable that an outflow of resources embodying econNOMIC benefits will be

(b)
(i)

required to sattle the obligation; or

(i1i) arehable estimate of the amount of the obligation cannot be made. B

S Page 107
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""" | Recognition Principle of Contingent Liabilities

*  Anenterprise should not recognise a contingent liability.

* A contingent liability is disclosed, unless the possibility of an outflow of resources embodying
economic benefits is remote.

. Contingent liabilities are assessed continually to determine whether an outflow of resourceg
embodying economic benefits has become probable. If it becomes probable that an outflow of
future economic benefits will be required for an item previously deait with as a contingent

liability, a provision is recognised in the financial statements of the period in which the change

In probability occurs. .
Q.46 | How will you vouch/verify: Contingent Liabilities | A E"'ﬂ
Answer; Verification of Contingent Liabilities:

1. Review minutes of the meetings of the Board of Directors or other similar bodies.

2. Review contracts, agreements and arrangements.

3. Review list of pending law suits and obtain a certificate and opinion of the lawyer dealing with
the cases.
Review of records relating to contingent liabilities maintained by the company.
Review of terms and condition of grants and subsidy availed.

6. Obtain representation from the management that all known contingent liabilities have been
included in the accounts and disclosed properly.

7. Ensure that proper disclosure is made of all the contingent liabilities as per the requirements of

AS-29 and Schedule |1 to the Companies Act, 2013

6.11 - MISCELLANEOUS

Q.47 | How will you vouch/verify: Floating Assets
i

[May 16 (4 Marks)]
Answer: Verification of Floating Assets: ' o
e Floating assets are those assets which are acquired for resale with a view to earning profits or
are those that come into existence during the processes of trade or manufacture. All those, in
the normal course of business, are quickly convertible into cash, eg, inventory, trade
receivable, bills receivable, etc.

® These assets are valued either at cost or market value whichever is less.

® The term ‘cost’ refers to purchase price including duties and taxes, freight inwards and other

expenditure directly attributable to acquisition less trade discount, rebates, duties drawbacks

and subsidies, in the year in which they are accounted, whether immediate or deferred in
respect of such purchase.

* Theterm ‘market value’ may either refer to "Net realisable value” or "the replacement cost”. Net
Realisable value is the estimated selling price in the ordinary course of business less estimated

costs of completion and the estimated costs necessarily to be incurred in order to make the sale.

Replacement Cost refers to the price which would have to be paid for acquiring the same assets
at the current market rate on the date of the Balance-sheet.
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“Objective Type Questions (True/Faise; Correct/Incorrect) : - in

of depreciation than preseribed by Schedule Il of the
Companies Act, 2013, [May 13 (2 Marks)]

Answer: Statement is incor ré(;f_.

* ltis permissible for the entity to charge deprecation on its assets at rate different from

schedule |1 rates provided those rates are higher than the schedule rates based on
technical estimation or otherwise allowed.

® The rates as contained in Schedule Il are minimum rates and therefore a company
cannot provide lower rate of depreciation than prescribed by Schedule |l of the

Companies Act, 2013.

The Statutory Auditor is required to verify inventory physically. ﬁ.uamﬂ

Answer: Statement is Incorrect.
* Physical verification of inventories is the responsibility of the management of the entity.
* However, as per SA 501 "Audit Evidence-Specific Consideration for Selected |tems”
where the inventories are material and the auditor is placing reliance upon the physical

count by the management, the auditor should attend the stock-taking.

Capital Reserve and Reserve Capital are the same. : : [Nov. 16 (2 Mar k im

Answer: Statement is Incorrect.
Both the terms are not same as they carry different meanings.
Capital Reserve means the part of profit reserved by the company for a particular purpose.

Reserve Capital shows the part of the authorized capital that has not yet called up by the

company.

Answer: Statement is correct.
Intangible assets other than goodwill may or may not be amortized depending on their

useful lives to the entity. Assets with finite lives are amortized; assets with indefinite lives

are not. Goodwill is not amortized.




