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Chapter 9 
Audit of Items of Financial Statements 

V 2.0  (For May 2020)  
 

Version 2.0 ● Upto November 2019 Exam Questions.  
● Also, the question in the book are in accordance with our videos. 

 

May 2018 
 

RTP May 2018 
 
Question 
ABC Ltd. has issued shares for cash at a premium of Rs 450, that is, at an amount in excess of the nominal value                        
of the shares which is Rs 10 for cash. Section 52 of the Companies Act, 2013 provides that a Company shall                     
transfer the amount received by it as securities premium to securities premium account. Advise the means in                 
which the amount in the account can be applied.  
 
Answer 

Shares Issued at Premium  

In case a company has issued shares at a premium, that is, at an amount in excess of the nominal value of the shares,                        
whether for cash or otherwise, section 52 of the Companies Act, 2013 provides that a Company shall transfer the amount                    
received by it as securities premium to securities premium account and state the means in which the amount in the                    
account can be applied. As per the section, where a company issues shares at a premium, whether for cash or otherwise,                     
a sum equal to the aggregate amount of the premium received on those shares shall be transferred to a “securities                    
premium account” and the provisions of this Act relating to reduction of the share capital of a company shall apply as if                      
the securities premium account were the paid-up share capital of the company.  

 

Application of securities premium account: The securities premium account may be applied by the Company:  

1. towards the issue of unissued shares of the company to the members of the company as fully paid bonus shares;  
2. in writing off the preliminary expenses of the Company;  
3. in writing off the expenses of, or the commission paid or discount allowed on, any issue of shares or debentures                    

of the company;  
4. in providing for the premium payable on the redemption of any redeemable preference shares or debentures of                 

the company; or  
5. for the purchase of its own shares or other securities under section 68.  

The auditor needs to verify whether the premium received on shares, if any, has been transferred to a “securities                   
premium account” and whether the application of any amount out of the said “securities premium account” is only for                   
the purposes mentioned above  
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Question  
The auditor A of ABC & Co.- firm of auditors is conducting the audit of XYZ Ltd and while performing testing of                      
additions wanted to verify that all PPE (Property Plant and Equipment) purchase invoices are in the name of the                   
entity he is auditing. For all additions to land, building in particular, the auditor desires to have concrete                  
evidence about ownership. The auditor is worried about whether the entity has valid legal ownership rights                
over the PPE claimed to be held by the entity and recorded in the financial statements. Advise the auditor.  
 
Answer 

In addition to the procedures undertaken for verifying completeness of additions to PPE during the period under audit,                  
the auditor while performing testing of additions should also verify that all PPE purchase invoices are in the name of                    
the entity that entitles legal title of ownership to the respective entity. For all additions to land, building in particular, the                     
auditor should obtain copies of conveyance deed/ sale deed to establish whether the entity is mentioned to be the                   
legal and valid owner.  

The auditor should insist and verify the original title deeds for all immovable properties held as at the balance sheet                    
date. In case the entity has given such immovable property as security for any borrowings and the original title deeds                    
are not available with the entity, the auditor should request the entity’s management for obtaining confirmation from the                  
respective lenders that they are holding the original title deeds of immovable property as security. In addition, the                  
auditor should also verify the register of charges, available with the entity to assess the PPE that has been given as                     
security to any third parties.  
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 MTP 1 May 2018 
 
Question  
On going through the financial statements of PQR Ltd, its auditors Kamal Gagan and Associates observed that                 
company has taken Loans from banks and financial institutions. Further, the audit team discusses the following                
about Liabilities:  
“Liabilities are the financial obligations of an enterprise other than owners’ funds. Liabilities include loans/               
borrowings, trade payables and other current liabilities, deferred payment credits and provisions.  
Verification of liabilities is as important as that of assets, for, if any liability is omitted (or understated) or                   
overstated, the Balance Sheet would not show a true and fair view of the state of affairs of the company.”  
Advise stating clearly the audit procedures generally required to be undertaken for verification of existence of                
Borrowings  
 
Answer 

● Review board minutes for approval of new lending agreements.  
● During review, make sure that any new loan agreements or bond issuances are authorized.  
● Ensure that significant debt commitments should be approved by the board of directors  
● Agree details of loans recorded (interest rate, nature and repayment terms) to the loan agreement.  
● Verify that borrowing limits imposed by agreements are not exceeded.  
● Agree overdrafts and loans recorded to bank confirmation / confirmation to lenders.  
● Agree details of leases and hire purchase creditors recorded to underlying agreement.  
● Examine trust deed for terms and dates of redemption, borrowing restrictions and compliance with covenants.  
● When debt is retired, ensure that a discharge is received on assets securing the debt.  
● If we become aware of significant transactions that are outside the normal course of business or that otherwise                  

appear to be unusual given our understanding of the entity and its environment, perform the following                
procedures: 

○ Gain an understanding of the business rationale for significant unusual transactions.  
○ Consider whether the transactions involve previously unidentified related parties or parties that do not              

have the substance or the financial strength to support the transaction without assistance from the entity                
we are auditing. 

 
Question 
“Until the invoice is paid, the invoice amount is recorded on the organization’s balance sheet as accounts                 
receivable. If balances are not recoverable, then these amounts will need to be written off as an expense in the                    
income statement/ profit and loss account.” It is important to carry out compliance procedures in the sales                 
audit as part of the debtors’ audit procedure. Verify to ensure that the system for receivables has the necessary                   
features 
 
Answer 
Trade receivables are an essential part of any organisation's balance sheet. Often referred to as debtors, these are monies                   
which are owed to an organisation by a customer. The most common form of an account receivable is a sale made on                      
credit, via an invoice, to a customer. Typically, an invoice is raised and issued to the customer with the invoice amount                     
being recorded as a debtor balance. Until the invoice is paid, the invoice amount is recorded on the organization’s                   
balance sheet as accounts receivable. If balances are not recoverable, then these amounts will need to be written off as                    
an expense in the income statement/ profit and loss account.  
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It is important to carry out compliance procedures in the sales audit as part of the debtors’ audit procedure.  
In summary, check to ensure that the system for receivables has the following features:  

● Only bona fide sales lead to receivables  
● All such sales are to approved customers  
● All such sales are recorded  
● Once recorded, the debts can only be eliminated by receipt of cash or on the authority of a responsible official  
● Debts are collected promptly  
● Balances are regularly reviewed and aged, a proper system of follow up exists and if necessary adequate                 

provision for bad debt exists  
● Clear segregation of duties relating to identification of debt, receipt of income, reconciliations and write off of                 

debts. 
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MTP 2 May 2018 
 
Question  
An entity in addition to undertaking purchases and incurring employee benefit expenses also spends on other                
expenditure like rent, power and fuel, repairs and maintenance, insurance, travelling, miscellaneous expenses             
etc.that are essential and incidental to running of business operations.  
While the auditor may choose to analyse the monthly trends for expenses like rent, power and fuel, an auditor                   
generally prefers to vouch for other expenses to verify some important attributes . 
Advise stating clearly those attributes and the audit procedures generally required to be undertaken while               
auditing other expenses. 
 
Answer 
An entity in addition to undertaking purchases and incurring employee benefit expenses also spends on other                
expenditure like rent, power and fuel, repairs and maintenance, insurance, travelling, miscellaneous expenses etc., that               
are essential and incidental to running of business operations.  
While the auditor may choose to analyse the monthly trends for expenses like rent, power and fuel, an auditor generally                    
prefers to vouch for other expenses to verify the following attributes:  

● Internal Control  
○ Whether the expenditure was authorised as per the delegation of authority matrix;  (Internal Control)  
○ Whether the expenditure was in relation to the entity’s business and not a personal expenditure (Internal                

Control) 
 

● Substantive Analytical Procedure  
○ Perform analytical procedures to obtain audit evidence as to overall reasonableness of other expenses              

which may include: 
■ Expenditure per unit produced analysis:  
■ Auditor should analyse expense per unit produced and  
■ compare the same with  

● previous years and  
● industry trends and  

■ ask for the reasons from Management If any significant variations are found.  
 

● Occurrence  
○ Whether the expenditure pertained to current period under audit; (Occurrence)  
○ Whether the expenditure had a valid supporting like travel tickets, insurance policy, third party invoice               

etc; (Occurence - Relate to the entity)  
 

● Completeness  
○ Whether all transactions in relation to expenditure that were supposed to be recorded have been               

recognized in the financial statements. (Completeness)  
○ Whether the expenditure has been recorded appropriately and there is no understatement or             

overstatement. (Completion)  
 

● Accuracy  
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○ Whether the expenditure have been recorded accurately at their appropriate amounts. (Accuracy) ○             
Example - Salaries and wages cost has been calculated accurately. Any adjustments such as tax deduction                
at source have been correctly reconciled and accounted for. Same example can be applied for Rent etc.  
 

● Classification  
○ Whether the expenditure qualified as a revenue and not capital expenditure; (Classification)  
○ Whether the expenditure has been classified under the correct expense head;  (Classification)  

 
● Cut-Off  

○ Whether the expenditure have been recognized in the correct accounting period (Cut-Off)  
 

Rent expense  
● Obtain a month wise expense schedule along with the rent agreements.  
● Verify if expense has been recorded for all 12 months and whether the rent amount is as per the underlying                    

agreement.  
● Specific consideration should be given to escalation clause in the agreement to verify if the rent was to be                   

increased/ adjusted during the period under audit.  
● Also, verify if the agreement is in the name of the entity and whether the expense pertains to premises used for                     

running the business operations of the entity  
 

Power and fuel expense  
● Obtain a month wise expense schedule along with the power bills.  
● Verify if expense has been recorded for all 12 months.  
● Also, compile a month wise summary of power units consumed and the applicable rate and check the                 

arithmetical accuracy of the bill raised on a monthly basis.  
● In relation to the units consumed, analyse the monthly power units consumed by linking it to units of finished                   

goods produced and investigate reasons for variance in monthly trends  
 

Insurance expense  
● Obtain a summary of insurance policies taken along with their validity period.  
● Verify if the expense has been correctly classified between prepaid and expense for the period based on number                  

of days  
 

Legal and professional expenses  
● Obtain a month wise and consultant wise summary.  
● In case of monthly retainership agreements, verify if the expenditure for all 12 months has been recorded                 

correctly.  
● The auditor should be cautious while vouching for legal expenses as the same may highlight a dispute for which                   

the entity may not have made any provision and the matter may also not have been discussed/ highlighted to the                    
auditor for his specific consideration.  
 

Travel, repair and maintenance, printing and stationary, miscellaneous expenses-  
● The auditor should select a sample and vouch for the attributes discussed above.  
● Wherever possible, the auditor and try and prepare a summary of expenditure on a monthly basis and then                  

analytically compare the trends.   
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May 2018 Exam Question 
 
 
Question 
Mention any five attributes to be considered by an auditor while verifying for a depreciation and amortisation                 
expenses.  
 
Answer 
Depreciation and Amortisation Expenses: Auditor needs to consider the following attributes while verifying for              
depreciation and amortisation expenses  

● Obtain an understanding of the entity's accounting policy related to depreciation and amortisation.  
● Whether the most appropriate depreciation method for each separately depreciable component has been used. 
● Ensure that the Company’s policy for charging depreciation and amortisation is as per the relevant provisions of                 

the Companies Act and applicable accounting standards.  
● Whether the depreciation has been calculated after making adjustment of residual value from the cost of the                 

assets. (Accuracy)  
● Whether depreciation and amortisation charges are valid.  
● Whether depreciation and amortisation charges are accurately calculated and recorded. (Accuracy,           

Completeness)  
● Whether all depreciation and amortisation charges are recorded in the appropriate period. (Cut-Off)  
● Ensure the parts (components) of each item of property, plant and equipment that are to be depreciated                 

separately has been properly identified. (Occurrence, Classification) 
 
Question  
As statutory auditor of the company, list out audit procedures required to be undertaken for the following:  

a. Interest income from fixed deposits.  
b. Dividend income.  
c. Gain/(loss) on sale of investment in Mutual funds.  

Also indicate disclosure requirements of above as per Companies Act, 2013.  
 
Answer 
For verifying interest income on fixed deposits: 

● Obtain a listing of fixed deposits opened during the period under audit along with the applicable interest rate and                   
the number of days for which the deposit was outstanding during the period. Verify the arithmetical accuracy of                  
the interest calculation made by the entity by multiplying the deposit amount with the applicable rate and                 
number of days during the period under audit.  

● For deposits still outstanding as at the period- end, trace the same to the direct confirmation obtained from the                   
respective bank/ financial institution.  

● Obtain a confirmation of interest income from the bank and verify that the interest income as per bank reconciles                   
to the calculation shared by the entity.  

● Also, obtain a copy of Form 26AS (TDS withholding by the bank/ financial institution) and reconcile the interest                  
reflected therein to the calculation shared by client.  
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Dividend Income: For Dividends, verify that the same are recognised in the statement of profit and loss only when the                    
entity’s right to receive payment of the dividend is established, provided it is probable that the economic benefits                  
associated with the dividend will flow to the entity and the amount of the dividend can be measured reliably.  
 
Gain/(loss) on sale of investment in mutual funds: Verify that Gain/(loss) on sale of investment in mutual funds is                   
recorded as other income only on transfer of title from the entity and is determined as the difference between the                    
redemption price and carrying value of the investments. For the purpose, obtain the mutual fund statement and trace the                   
gain / loss as recorded in the books of account to the gain/ loss as reflected in the statement.  
 
Disclosure Requirements: Ensure whether the following disclosures as required under Ind AS compliant Schedule III               
to Companies Act, 2013 have been made :  
 
Whether ‘other income’’ has been classified as:  

● Interest income  
● Dividend income  
● Other non-operating income (net of expenses directly attributable to such income)  

 
Question 
Expenses which are essentially of a revenue nature if incurred for creating an asset or adding to its value for                    
achieving higher productivity are regarded as expenses of a capital nature. Describe any five such expenses.  
 
Answer 
Expenses which are essentially of a Revenue Nature, if incurred for creating an asset or adding to its value for achieving                     
higher productivity, are regarded as expenditure of a capital nature. Examples of capital expenditure are-  

i. Material and wages- capital expenditure when expended on the construction of a building or erection of                
machinery.  

ii. Legal expenses- capital expenditure when incurred in connection with the purchase of land or building.  
iii. Freight- capital expenditure when incurred in respect of purchase of plant and machinery.  
iv. Repair- Major repairs of a fixed asset that increases its productivity.  
v. Wages- Wages paid on installation costs incurred in Plant & machinery. 

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

Whenever, therefore, a part of the expenditure, ostensibly of a revenue nature, is capitalised it is the duty of the auditor                     
not only to examine the precise particulars of the expenditure but also the considerations on which it has been                   
capitalised. 
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 November 2018 
 

RTP November 2018 
  

 
 
Question  
Explain with examples the audit procedure to establish the existence of intangible fixed assets as at the period-                  
end. 
 
Answer 
Since an Intangible Asset is an identifiable non-monetary asset without physical substance, for establishing the existence                
of such assets, the auditor should verify whether such intangible asset is in active use in the production or supply of                     
goods or services, for rental to others, or for administrative purposes.  
 
Example- for verifying the existence of software, the auditor should verify whether such software is in active use by the                    
entity and for the purpose, the auditor should verify the sale of related services/ goods during the period under audit, in                     
which such software has been used.  
 
Example- For verifying the existence of design/ drawings, the auditor should verify the production data to establish if                  
such products for which the design/ drawings were purchased, are being produced and sold by the entity.  
In case any intangible asset is not in active use, deletion should have been recorded in the books of account post                     
approvals by the entity’s management and amortization charge should have ceased to be charged beyond the date of                  
deletion.  
 
Question  
Verification of liabilities is as important as that of assets, considering if any liability is omitted (or understated)                  
or overstated, the Balance Sheet would not show a true and fair view of the state of affairs of the entity. Explain                      
stating also criteria for a liability to be classified as a current liability.  
 
Answer 
Liabilities in addition to borrowings (discussed above), include trade payables and other current liabilities, deferred               
payment credits and provisions. Verification of liabilities is as important as that of assets, considering if any liability is                   
omitted (or understated) or overstated, the Balance Sheet would not show a true and fair view of the state of affairs of                      
the entity.  
 
Further, a liability is classified as current if it satisfies any of the following criteria:  

● It is expected to be settled in the entity’s normal operating cycle  
● It is held primarily for the purpose of being traded  
● It is due to be settled within twelve months after the reporting period  
● The entity does not have an unconditional right to defer settlement of the liability for at least twelve months after                    

the reporting period. Terms of a liability that could, at the option of the counterparty, result in its settlement by                    
the issue of equity instruments does not affect its classification.   
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MTP 1 November 2018 
 
 
Question  
Liabilities include trade payables and other current liabilities, deferred payment credits and provisions.             
Verification of liabilities is as important as that of assets, considering if any liability is omitted (or understated)                  
or overstated, the Balance Sheet would not show a true and fair view of the state of affairs of the entity.  
 
Advise stating clearly the audit procedure to establish the existence of trade payables and other current                
liabilities as at the period-end. 
 
Answer 
Audit Procedure to establish the existence of trade payables and other current liabilities  

1. Check whether there are controls in place to ensure that the same purchase/ expense invoice cannot be recorded                  
more than once and payable balances are automatically recorded in the general ledger at the time of recording of                   
expense.  

2. To ensure that trade payable ledger reconciles to general ledger, ask for a period end accounts payable aging                  
report and trace the grand total to the amount in the accounts payable account in the general ledger.  

3. Calculate the accounts payable report total. Add up the expense/ liability items on the accounts payable aging                 
report to verify that the total traced to the general ledger is correct.  

4. Investigate reconciling items. If there are journal entries in the accounts payable account in the general ledger,                 
review the justification for larger amounts. This implies that these journal entries should be fully documented  
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MTP 2 November 2018 
 
Question (REPEAT QUESTION) 
 
On going through the financial statements of ABC Ltd, its auditors Deepa Raj and Associates observed that                 
company has taken Loans from banks and financial institutions. Further, the audit team discusses the following                
about Liabilities:  
“Liabilities are the financial obligations of an enterprise other than owners’ funds. Liabilities include loans/               
borrowings, trade payables and other current liabilities, deferred payment credits and provisions.  
Verification of liabilities is as important as that of assets, for, if any liability is omitted (or understated) or                   
overstated, the Balance Sheet would not show a true and fair view of the state of affairs of the company.”  
Advise stating clearly the audit procedures generally required to be undertaken for verification of existence of                
Borrowings  
 
Answer 
Refer May 2018 MTP 1 Question .  
 
Question 
“Trade receivables are an essential part of any organisation's balance sheet. Often referred to as debtors, these                 
are monies which are owed to an organisation by a customer. The most common form of an account receivable is                    
a sale made on credit, via an invoice to a customer.” It is important to carry out compliance procedures in the                     
sales audit as part of the debtors’ audit procedure. Verify to ensure that the system for receivables has the                   
necessary features.  
 
Answer 
Trade receivables are an essential part of any organisation's balance sheet. Often referred to as debtors, these are monies                   
which are owed to an organisation by a customer. The most common form of an account receivable is a sale made on                      
credit, via an invoice to a customer. Typically, an invoice is raised and issued to the customer with the invoice amount                     
being recorded as a debtor balance. Until the invoice is paid, the invoice amount is recorded on the organization’s                   
balance sheet as accounts receivable. If balances are not recoverable, then these amounts will need to be written off as                    
an expense in the income statement/ profit and loss account.  
 
It is important to carry out compliance procedures in the sales audit as part of the debtors’ audit procedure. In summary,                     
check to ensure that the system for receivables has the following features:  

● Only bona fide sales lead to receivables  
● All such sales are to approved customers  
● All such sales are recorded  
● Once recorded, the debts can only be eliminated by receipt of cash or on the authority of a responsible official  
● Debts are collected promptly  
● Balances are regularly reviewed and aged, a proper system of follow up exists and if necessary adequate                 

provision for bad debt exists  
● Clear segregation of duties relating to identification of debt, receipt of income, reconciliations and write off of                 

debts  
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November 2018 Exam Question 
 
 
Question  
"While the auditor may choose to analyse the monthly trends for expenses like rent, power and fuel but for                   
other expenses, an auditor generally prefers to verify other attributes." Mention those attributes. 
 
Answer 
While the auditor may choose to analyse the monthly trends for expenses like rent, power and fuel, an auditor generally                    
prefers to vouch for other expenses to verify the following attributes:  

i. Whether the expenditure pertained to current period under audit;  
ii. Whether the expenditure qualified as a revenue and not capital expenditure;  

iii. Whether the expenditure had a valid supporting like travel tickets, insurance policy, third party invoice etc.; 
iv. Whether the expenditure has been classified under the correct expense head;  
v. Whether the expenditure was authorised as per the delegation of authority matrix;  

vi. Whether the expenditure was in r expenditure  
 
 
Question 
Write the audit procedures to be performed as an auditor for valuation (assertion) of the following:  

a. Loans and advances and other current assets  
b. Finished goods and goods for resale.  

 
Answer 

a. Audit procedure for valuation of Loans and Advances and other current assets  
● Assess the allowance for doubtful accounts. Review the process followed by the Company to derive the                

allowance for doubtful accounts. This will include a consistency comparison with the method used in the                
last year, and a determination of whether the method is appropriate for the underlying business               
environment.  

● Obtain the ageing report of loans and advances, split between not currently due, 30 days old, 30-60 days                  
old, 60- 180 days old, 180- 365 days old and more than 365 days old. Also, obtain the list of loans and                      
advances under litigation and compare with previous years.  

● Scrutinize the analysis and identify those loans and advances that appear doubtful; Discuss with              
management their reasons, if any of these loans/ advances are not included in the provision for bad                 
recoverable; Perform  

● further testing where any disputes exist; Reach a final conclusion regarding the adequacy of the bad and                 
doubtful loans/ advances provision.Assess bad loans/ advances write-offs. Prepare schedule of           
movements on Bad loans/ advances – Provision Accounts and loans/ advances written off.  

● Check that write-offs or other reductions in the recoverable balances have been approved by an               
appropriate and authorised member of senior management, for example the financial controller or             
finance director. 

● Check that the restatement of foreign currency loans and advances/ other current assets has been done                
properly. 
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b. Audit procedure for valuation of finished goods and goods for resale  
● Enquire into what costs are included, how these have been established and ensure that the overheads                

included have been determined based on normal costs and appear reasonable in relation to the               
information disclosed in the draft financial statements. 

● Ensure that inventories are valued at net realizable value if they are likely to fetch a value lower than                   
their cost. For any such items, also verify if the relevant semi/ partly processed inventories (work in                 
progress) and raw materials have also been written down.  

● Follow up for items that are obsolete, damaged, slow moving and ascertain the possible realizable value                
of such items. For the purpose, request the client to provide inventory ageing split between less than 30                  
days, 30-60 days old, 60- 90 days old, 90- 180 days old, 180- 385 days old and more than 365 days old                      
(refer screenshot below)  

● Follow up any inventories which at time of observance of physical counting were noted as being damaged                 
or obsolete. 

● Compare recorded costs with replacement costs. Examine vendor price lists to determine if recorded cost               
is less than current prices. 

● Calculate inventory turnover ratio. Obsolete inventory may be revealed if ratio is significantly lower. 
● In manufacturing environments, test overhead allocation rates and ensure that only direct labor, direct              

material and overhead have been included.  
● Verify the correct application of lower-of-cost-or-net realizable value principles.  
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May 2019 
 

RTP May 2019 
 
 
Question 
Question Explain the audit procedure to vouch/verify :  

● Rent expenses  
● Power and Fuel expenses  

 
Answer 
Rent expense  
Obtain a month wise expense schedule along with the rent agreements. Verify if expense has been recorded for all 12                    
months and whether the rent amount is as per the underlying agreement. Specific consideration should be given to                  
escalation clause in the agreement to verify if the rent was to be increased/ adjusted during the period under audit. Also,                     
verify if the agreement is in the name of the entity and whether the expense pertains to premises used for running the                      
business operations of the entity. 
 
Power and fuel expense 
Obtain a month wise expense schedule along with the power bills. Verify if expense has been recorded for all 12 months.                     
Also, compile a month wise summary of power units consumed and the applicable rate and check the arithmetical                  
accuracy of the bill raised on a monthly basis. In relation to the units consumed, analyse the monthly power units                    
consumed by linking it to units of finished goods produced and investigate reasons for variance in monthly trends. 
 
Question 
Reserves are amounts appropriated out of profits whereas on the contrary, provisions are amounts charged               
against revenue. Discuss explaining the difference between the two and also explain clearly revenue reserve and                
capital reserve. 
 
Answer 
Reserves are amounts appropriated out of profits that are not intended to meet any liability, contingency, commitment                 
or diminution in the value of assets known to exist as at the date of the Balance Sheet.  
 
On the contrary, provisions are amounts charged against revenue to provide for:  

● Renewal or diminution in the value of assets; or  
● a known liability, the amount whereof could only be estimated and cannot be determined with accuracy; or  
● a claim which is disputed.  

 
Amounts contributed or transferred from profits to make good the diminution in value of assets due to the fact that some                     
of them have been lost or destroyed as a result of some natural calamity or debts have proved to be irrecoverable are                      
also described as provisions. Provisions are normally charged to the Statement of Profit and Loss before arriving at the                   
amount of profit. Reserves are appropriations out of profits.  
 
Difference between Reserves and Provisions  
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● The difference between the two is that provisions are amounts set aside to meet specific/ identified liabilities or                  
diminution in recoverable value of assets. These must be provided for regardless of the fact whether the                 
Company has earned a profit or not.  

● Reserves on the other hand, represent amounts appropriated out of profits, held for equalising the dividends of                 
the company from one period to another or for financing the expansion of the company or for generally                  
strengthening the company financially.  

● If we examine the Balance Sheet of a company, at a given time, and deduct the total liabilities to outside trade                     
payables from the value of assets shown therein, the difference between the two figures will represent the net                  
worth of the company based on the book values of assets as on that date. The same shall include the capital                     
contributed by the shareholders as well as total undistributed profit held either to the credit of the Statement of                   
Profit and Loss or to reserves; the reserves again will be segregated as revenue or capital reserves.  
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MTP 1 May 2019 
 
 
Question 
Any shares issued by a company at a discounted price shall be void. Explain stating also the audit procedure in                    
this regard.  
 
Answer 
Shares Issued at discount: According to section 53 of the Companies Act, 2013, a company shall not issue shares at a                     
discount, except in the case of an issue of sweat equity shares given under section 54 of the Companies Act, 2013.  
Any shares issued by a company at a discounted price shall be void. Where a company contravenes the provisions of this                     
section, the company shall be punishable with fine which shall not be less than one lakh rupees but which may extend to                      
five lakh rupees and every officer who is in default shall be punishable with imprisonment for a term which may extend                     
to six months or with fine which shall not be less than one lakh rupees but which may extend to five lakh rupees, or with                         
both.  
 
The auditor needs to verify that the Company has not issued any of its shares at a discount by reading the minutes of                       
meeting of its directors and shareholders authorizing issue of share capital and the issue price.  
 
 
Question(REPEAT QUESTION) 
Explain the difference between reserves and provisions.  
 
Answer 
 Refer RTP May 2019  
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MTP 2 May 2019 
 
 
Question 
Verification of liabilities is as important as that of assets, considering if any liability is omitted (or understated)                  
or overstated, the Balance Sheet would not show a true and fair view of the state of affairs of the entity. Explain                      
stating also criteria for a liability to be classified as a current liability.  
 
Answer 
Liabilities in addition to borrowings (discussed above), include trade payables and other current liabilities, deferred               
payment credits and provisions. Verification of liabilities is as important as that of assets, considering if any liability is                   
omitted (or understated) or overstated, the Balance Sheet would not show a true and fair view of the state of affairs of                      
the entity.  

● Further, a liability is classified as current if it satisfies any of the following criteria:  
It is expected to be settled in the entity’s normal operating cycle  

● It is held primarily for the purpose of being traded 
● It is due to be settled within twelve months after the reporting period  
● The entity does not have an unconditional right to defer settlement of the liability for at least twelve months after                    

the reporting period. Terms of a liability that could, at the option of the counterparty, result in its settlement by                    
the issue of equity instruments does not affect its classification.  

 
 
 
 
 

  

To get the best out of these notes visit www.neerajaroraclasses.com C 9 Trishul | 17 
Join Us on YouTube www.youtube.com/neerjarora 
Join Us on Telegram https://t.me/neerajaroraclasses 

http://www.neerajaroraclasses.com/
http://www.neerajaroraclasses.com/
http://www.youtube.com/neerjarora
https://t.me/neerajaroraclasses


These notes are incomplete without our videos. Study from these notes at your own risk. We keep on updating our books, notes and videos. You should always 
study from updated notes with our videos. Many concepts are there which are missing in these notes, some are obsolete. We have discussed everything in our 
video classes.  www.neerajaroraclasses.com Amendments and updates will taught in classes and videos. Extra notes and charts will also be given. 

 

May 2019 Exam Question 
 
 
Question  
While reviewing employee benefit expenses of a company, how as an auditor will you evaluate its hiring,                 
appraisal and retirement process. 
 
Answer 
While reviewing Employee Benefits expenses auditor needs to obtain a clear understanding about the organisation and                
its hiring, appraisal and retirement process in the following manner: 
(i) The auditor first tests the controls the company has set around the employee benefit payment process to determine                   
how strong and reliable they are. If they are strong, the auditor can minimize the amount of transaction testing he must                     
do. Common internal controls over the employee benefit payment cycle includes maintaining attendance records,              
authorisation and approval of monthly payroll processing and disbursement. 
(ii) The auditor selects a random sample of transactions and examines the related appointment letters, appraisal letters,                 
attendance records, HR policies, employee master etc. 
(iii) The auditor performs Substantive analytical procedure consisting of monthly expense reasonability, comparison             
with previous accounting period, any analysis auditor may find relevant and most important of all setting an expectation                  
in relation to the expense incurred during the period under audit and compare that with the client’s business operations                   
and overall trend in the industry. 
 
Question  
The securities premium account may only be applied by the company towards the issue of unissued shares of                  
the company to the members of the company as fully paid bonus shares, Comment. 
 
Answer 
It is not correct to say that the securities premium account may only be applied by the Company towards the issue of                      
unissued shares of the company to the members of the company as fully paid bonus shares, other purposes for which                    
securities premium account can be applied are- 
(i) in writing off the preliminary expenses of the Company; 
(ii) in writing off the expenses of, or the commission paid or discount allowed on, any 
issue of shares or debentures of the company; 
(iii) in providing for the premium payable on the redemption of any redeemable preference shares or of any debentures                   
of the company; or 
(iv) for the purchase of its own shares or other securities under section 68. 
 
Question  
Define the different types of lease agreements as per Accounting Standards/Ind-AS. 
 
Answer 
AS-19/ Ind-AS 17 defines that lease arrangements could be of 2 types i.e. 
(i) Finance Lease and 
(ii) Operating Lease. 
 
Finance Lease: An arrangement with the following attributes qualifies as a Finance Lease: 
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The lease arrangement transfers ownership of the asset to the lessee at the end of the lease term; 
• The lessee has the option to purchase the asset at a price that is expected to be sufficiently lower than the fair value at                         
the date the option becomes exercisable for it to be reasonably certain, at the inception of the lease, that the option will                      
be exercised; 
• The lease term is for the major part of the economic life of the asset even if title is not transferred; 
• At the inception of the lease, the present value of the minimum lease payments amounts to at least substantially all of                      
the fair value of the leased asset; and 
• the leased assets are of such a specialized nature that only the lessee can use them without major modifications                    
Operating Lease. 
 
An arrangement that does not transfer substantially all the risks and rewards incidental to ownership qualifies as an                  
Operating Lease. In other words, an operating lease is a lease arrangement “Other than finance lease”. 
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Study Material 
 
 
Question 
Multiple Choice Questions 
 

1. Which assertion is common among income statement and balance sheet captions:  
a. Existence  
b. Valuation  
c. Completeness  
d. Measurement  

 
2. Direct confirmation procedures are performed during audit of accounts receivable balances to address             

the following balance sheet assertion:  
a. Rights and obligations 
b. Existence  
c. Valuation  
d. Completeness 

 
3. Where no reply is received during the performance of direct confirmation procedures as part of audit of                 

accounts receivable balances, the auditor should perform:  
a. No additional testing  
b. Additional testing including agreeing the balance to cash received; agreeing the detail of the              

respective balance to the customer’s remittance advice  
c. Additional testing including preparing a detailed analysis of the balance, ensuring it consists of              

identifiable transactions and confi rming that these revenue transactions actually occurred  
d. Both (b) and (c)  

 
4. Obtaining trade receivables ageing report and analysis and identification of doubtful debts is performed              

during audit of accounts receivable balances to address the following balance sheet assertion: 
a. Valuation  
b. Rights and obligations  
c. Existence  
d. Completeness  

 
5. Observing inventory being counted and personally performing test counts to verify counts is performed              

during audit of inventory balances to address the following balance sheet assertion:  
a. Rights and obligations  
b. Valuation  
c. Completeness  
d. Existence  

 
6. Wages paid to workers would always qualify as:  

a. Revenue expenditure  
b. Capital expenditure  
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c. Revenue or capital expenditure depending upon facts and circumstances.  
d. None of the above 

 
7. During the course of audit of intangible assets, expenditure incurred during following phase is generally               

not capitalised: 
a. Development phase  
b. Research phase  
c. None of the above  
d. Both (a) and (b) 

 
8. Search for unrecorded liability is performed during audit of current liabilities to address the following               

balance sheet assertion:  
a. Valuation  
b. Rights and obligations  
c. Existence  
d. Completeness  

 
9. Cut-off  testing is performed during audit of sales to address the following income statement assertion:  

a. Occurrence  
b. Measurement  
c. Completeness  
d. All of the above  

 
10. ABC’s investee company- XYZ declares final dividend for financial year 2016-17 in the meeting of the                

board of directors held on April 10, 2017. In which financial year should ABC account for the dividend                  
income:  

a. Proportionately i.e. considering 10 days of fi nancial year 2017-18 and 355 days of fi nancial year                 
2016-17  

b. Financial year 2016- 17  
c. Financial year 2017- 18  
d. Equally between financial year 2016-17 and fi nancial year 2017-18 

 
11. All inventory units held by the audit entity and that should have been recorded, has been recognized in                   

the financial statements. The assertion involved is :  
a. Existence  
b. Completeness  
c. Rights and Obligations  
d. Valuation  

 
12. Which of the following is not an example of revenue expenditure  

a. Salaries and wages of employees engaged directly or in-directly in production  
b. Repairs, maintenance and renewals of fixed assets  
c. Legal and professional expenses  
d. development expenditure on land  
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Answers 

1. (c) 2. (b) 3. (d) 4. (a) 5. (d) 6. (c)  7. (b) 8. (d) 
9. (c) 10. (c) 11. (b) 12.  (d)  

 
Question  
State with reasons (in short) whether the following statement is correct or incorrect:  
(i) Employee benefits expense or commonly called payroll represents the sum an entity pays to its employees                 
for their labour/ efforts only.  
Answer 
Incorrect : Employee benefits expense or commonly called payroll represents the aggregate sum an entity pays to its                  
employees for their labour/ eff orts, as well as associated expenses such as perquisites/ benefits, post- employment                 
benefits like gratuity, superannuation, leave encashment, provident fund contribution etc. as well as towards their hiring,                
their welfare and training.  
 
(ii) Dividends are recognised in the statement of profit and loss only when the entity’s right to receive payment                   
of the dividend is established. 
Answer 
Incorrect : Dividends are recognised in the statement of profit and loss only when:  

1. the entity’s right to receive payment of the dividend is established;  
2. it is probable that the economic benefits associated with the dividend will fl ow to the entity; and  
3. the amount of the dividend can be measured reliably.  

 
(iii) “Sweat Equity Shares” means equity shares issued by the company to employees or directors at a premium                  
or for consideration other than cash for providing know-how or making available right in the nature of                 
intellectual property rights or value additions, by whatever name called.  
Answer 
Incorrect : “Sweat Equity Shares” means equity shares issued by the company to employees or directors at a discount or                    
for consideration other than cash for providing know-how or making available right in the nature of intellectual property                  
rights or value additions, by whatever name called.  
 
(iv) There is no difference between reserves and provision.  
Answer 
Incorrect : The difference between the two is that provisions are amounts set aside to meet specific/ identified liabilities                   
or diminution in recoverable value of assets. These must be provided for regardless of the fact whether the Company has                    
earned a profit or not. 
Reserves on the other hand, represent amounts appropriated out of profits, held for equalising the dividends of the                  
company from one period to another or for financing the expansion of the company or for generally strengthening the                   
company financially.  
 
(v) Capital reserves represent profits that are available for distribution to shareholders held for the time being                 
or any one or more purpose.  
Answer 
Incorrect : Revenue reserves represent profits that are available for distribution to shareholders held for the time being                  
or any one or more purpose.  
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(vi) A capital reserve, generally, can be utilised for writing down fictitious assets or losses or (subject to                  
provisions in the Articles) for issuing bonus shares if it is realised.  
Answer 
Correct : A capital reserve, generally, can be utilised for writing down fictitious assets or losses or (subject to provisions                    
in the Articles) for issuing bonus shares if it is realised. But the amount of the share premium or capital redemption                     
reserve account can be utilised only for the purpose specified in Sections 52 and 55 respectively of the Companies Act,                    
2013.  
 
(vii) If Company X’s balance sheet shows building with carrying amount of Rs.100 lakh, the auditor shall assume                  
that the management has only asserted that the building was recognized in the balance sheet exists as at the                   
period-end.  
Answer 
Incorrect : If Company X’s balance sheet shows building with carrying amount of Rs.100 lakh, the auditor shall assume                   
that the management has claimed/ asserted that:  

● The building recognized in the balance sheet exists as at the period- end (existence assertion);  
● Company X owns and controls such building (Rights and obligations assertion);  
● The building has been valued accurately in accordance with the measurement principles (Valuation assertion);  

All buildings owned and controlled by Company X are included within the carrying amount of Rs.100 lakh                 
(Completeness assertion).  
 
(viii) Authorised capital is the sum stated in the memorandum as the capital of the company with which it is to                     
be registered being the maximum amount which it is authorised to raise by issuing shares, and upon which it                   
pays the stamp duty.  
Answer 
Correct : As per section 2(8) of the Companies Act, 2013. “Authorised capital” or “Nominal capital” means such capital as                    
is authorised by the memorandum of a company to be the maximum amount of the share capital of the company. Thus, it                      
is the sum stated in the memorandum as the capital of the company with which it is to be registered being the maximum                       
amount which it is authorised to raise by issuing shares, and upon which it pays the stamp duty. It is usually fixed at the                        
amount, which, it is estimated, the company will need, including the working capital and reserve capital, if any.  
 
(ix) The securities premium account may only be applied by the Company towards the issue of unissued shares                  
of the company to the members of the company as fully paid bonus shares.  
Answer 
Incorrect : The securities premium account may be applied by the Company:  

a. towards the issue of unissued shares of the company to the members of the company as fully paid bonus shares;  
b. in writing off  the preliminary expenses of the Company;  
c. in writing off the expenses of, or the commission paid or discount allowed on, any issue of shares or debentures                    

of the company;  
d. in providing for the premium payable on the redemption of any redeemable preference shares or debentures of                 

the company; or  
e. for the purchase of its own shares or other securities under section 68 

 
Question  
How will you vouch and/or verify the following:  

a. Goods sent out on Sale or Return Basis. 
b. Borrowing from Banks.  
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Answer 

a. Goods Sent Out on Sale or Return Basis:  
i. Check whether a separate memorandum record of goods sent out on sale or return basis is maintained.                 

The party accounts are debited only after the goods have been sold and the sales account is credited.  
ii. See that price of such goods is unloaded from the sales account and the trade receivable’s record. Refer to                   

the memoranda record to confi rm that on the receipt of acceptance from each party, his account has been                   
debited and the sales account correspondingly credited.  

iii. Ensure that the goods in respect of which the period of approval has expired at the close of the year                    
either have been received back subsequently or customers’ accounts have been debited.  

iv. Confirm that the inventory of goods sent out on approval, the period of approval in respect of which had                   
not expired till the close of the year lying with the party, has been included in the closing inventory.  
 

b. Borrowing from Banks: Borrowing from banks may be either in the form of overdraft limits or term loans. In                   
each case, the borrowings should be verifi ed as follows  

i. Reconcile the balances in the overdraft or loan account with that shown in the pass book(s) and confi rm                   
the last mentioned balance by obtaining a certificate from the bank showing the balance in the accounts                 
as at the end of the year.  

ii. Obtain a certifi cate from the bank showing particulars of securities deposited with the bank as security                 
for the loans or of the charge created on an asset or assets of the concern and confi rm that the same has                       
been correctly disclosed and duly registered with the Registrar of Companies and recorded in the               
Register of charges.  

iii. Verify the authority under which the loan or draft has been raised. In the case of a company, only the                    
Board of Directors is authorised to raise a loan or borrow from a bank. 

iv. Confi rm, in the case of a company, that the restraint contained in Section 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 that this has                     
not prejudicially affected the entity. 

 
Question  
How will you vouch/verify the following:  

a. Goods sent on consignment.  
b. Foreign travel expenses.  
c. Receipt of capital subsidy.  
d. Provision for income tax.  

 
Answer 

a. Goods Sent on Consignment:  
i. Verify the accounts sales submitted by the consignee showing goods sold and inventory of goods in hand.  

ii. Reconcile the fi gure of the goods on hand, as given in the last accounts sales, with the Performa invoices                    
and accounts sales received during the year. If any consignment inventory was in the hands of the                 
consignee at the beginning of the year, the same should be taken into account in the reconciliation.  

iii. Obtain confirmation from the consignee for the goods held on consignment on the balance sheet date.                
Verify the terms of agreement between the consignor and the consignee to check the commission and                
other expenses debited to the consignment account and credited to the consignee’s account. The accounts               
sales also must be correspondingly checked.  
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iv. Ensure that the quantity of goods in hand with the consignee has been valued at cost plus proportionate                  
non-recurring expenses, e.g., freight, dock dues, customs due, etc., unless the value is lower. In case net                 
realisable value is lower, the inventory in hand of the consignee should be valued at net realisable value.                  
Also see that the allowance has been made for damaged and obsolete goods in making the valuation.  

v. See that goods in hand with the consignee have been shown distinctly under inventories.  
 

b. Foreign Travel Expenses:  
i. Examine Travelling Allowance bills submitted by the employees stating the details of tour, details of               

expenses, etc. 
ii. Verify that the tour programme was properly authorised by the competent authority.  

iii. Check the T.A. bills along with accompanying supporting documents such as air tickets, travel agents bill                
and hotel bills with reference to the internal rules for entitlement of the employees and also make sure                  
that the bills are properly passed.  

iv. See that the tour report accompanies the T.A. bill. The tour report will show the purpose of the tour.                   
Satisfy that the purpose of the tour as shown by the tour report conforms to the authorisation for the                   
tour.  

v. Check Reserve Bank of India’s permission, if necessary, for withdrawing the foreign exchange. For a               
company the amount of foreign exchange spent is to be disclosed separately in the accounts as per                 
requirement of Schedule III to the Companies Act, 2013 and Accounting Standard 11 “The Effects of                
Changes in Foreign Exchange Rates”. 
 

c. Receipt of Capital Subsidy:  
i. Refer to application made for the claim of subsidy to ascertain the purpose and the scheme under which                  

the subsidy has been made available.  
ii. Examine documents for the grant of subsidy and note the conditions attached with the same relating to                 

its use, etc.  
iii. See that conditions to be fulfilled and other terms especially whether the same is for a specific asset or is                    

for setting up a factory at a specific location.  
iv. Check relevant entries for receipt of subsidy.  
v. Check compliance with the requirements of AS 12 on “Accounting for Government Grants” i.e. whether it                

relates to specific amount or in the form of promoters’ contribution and accordingly accounted for as also                 
compliance with the disclosure requirements.  

 
d. Provision for Income Tax:  

i. Obtain the computation of income prepared by the auditee and verify whether it is as per the Income-tax                  
Act, 1961 and Rules made thereunder.  

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

iii. Examine relevant records and documents pertaining to advance tax, self assessment tax and other              
demands. 

iv. Compute tax payable as per the latest applicable rates in the Finance Act.  
v. 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.  
vi. Ensure that the requirements of AS 22 on Accounting for Taxes on Income have been appropriately                

followed for the period under audit.  
 

To get the best out of these notes visit www.neerajaroraclasses.com C 9 Trishul | 25 
Join Us on YouTube www.youtube.com/neerjarora 
Join Us on Telegram https://t.me/neerajaroraclasses 

http://www.neerajaroraclasses.com/
http://www.neerajaroraclasses.com/
http://www.youtube.com/neerjarora
https://t.me/neerajaroraclasses


These notes are incomplete without our videos. Study from these notes at your own risk. We keep on updating our books, notes and videos. You should always 
study from updated notes with our videos. Many concepts are there which are missing in these notes, some are obsolete. We have discussed everything in our 
video classes.  www.neerajaroraclasses.com Amendments and updates will taught in classes and videos. Extra notes and charts will also be given. 

 

 
Question 
How will you vouch and/or verify payment of taxes? . 
 
Answer 
Vouching of Payment of Taxes:  

1. Payment on account of income-tax and other taxes consequent upon a regular assessment should be verifi ed by                  
reference to the copy of the assessment order, assessment form, notice of demand and the receipted challan.  

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

3. 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.  

4. Nowadays, electronic payment of taxes is also in trend. Electronic payment of taxes means payment of taxes by                  
way of internet banking facility or credit or debit cards.  

5. The assessee can make electronic payment of taxes also from the account of any other person. However, the                  
challan for making such payment must clearly indicate the Permanent Account Number (PAN) of the assessee on                 
whose behalf the payment is made.  

6. It is not necessary for the assessee to make payment of taxes from his own account in an authorized bank. While                     
vouching such E-Payment, the auditor should cross verify the payments of taxes through the receipted challan                
along with PAN No./TAN No. etc.  

 
Question  
How would you vouch/verify the following:  

a. Advertisement Expenses.  
b. Sale of Scrap 

 
Answer 

a. Advertisement Expenses:   
i. Verify the bill/invoice from advertising agency to ensure that rates charged for diff erent types of                

advertisements are as per contract.  
ii. See that advertisement relates to client’s business.  

iii. Inspect the receipt issued by the agency.  
iv. Ascertain the nature of expenditure – revenue deferred and see that it has been recorded properly.  
v. Ascertain the period for which payment is made and see that pre-paid is carried forward to balance sheet.  

vi. Compare the statement of account with the ledger account.  
vii. See that all outstanding advertisement bills have been provided for.  

 
b. Sale of Scrap:  

i. Review the internal control as regards generation, storage and disposal of scrap.  
ii. Check whether the organization is maintaining reasonable record for generation of Scrap.  

iii. Analyze the raw material used, production and generation pattern of scrap and compare the same with                
figures of earlier years.  

iv. Check the rates at which scrap has been sold and compare the rate with previous year.  
v. Vouch sales, with invoices raised, advertisement for tender, rate contract with scrap dealers.  

vi. Ensure that there exists a proper control procedure to identify scrap and good units and they are not                  
mixed up and sold as scrap.  
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vii. Make an overall assessment of the value of realization from scrap as to its reasonableness. 
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Sample  Questions - MCQ 
 

1. In July, 2018, M/s Tom & Co. entered into an agreement with M/s Jerry & Co. under which a machinery                    
would be let on hire and M/s Jerry & Co. would have the option to purchase the machinery in accordance                    
with the terms of the agreement. Thus, M/s Jerry & Co. agreed to pay M/s Tom & Co. a settled amount in                      
periodical instalments. The property in the goods shall be passed to M/s Jerry & Co. on the payment of                   
last of such instalments. While checking such hire-purchase transaction, what would the auditor             
examine?  

a. That the periodical instalments paid are charged as an expenditure by M/s Jerry & Co.  
b. That the hire purchase agreement species clearly the hire-purchase price of the machinery to              

which the agreement relates.  
c. That M/s Tom & Co. charges depreciation throughout the life of the machinery.  
d. All of the above.  

 
2. The notes to the account statement of ASD Ltd. shows the break-up of accounts payable for the Financial                  

Year 2016-17 as follows:  
 

Accounts Payable  Amount (in Rs.) 

Mr. Kraby  1,20,000  

Mr. Runny  40,000 

Mr. Bluffy 14,56,000  

Total  16,16,000  

 
CA. Sandy, the auditor of ASD Ltd., wants to investigate the valuation of accounts payable of Mr. Bluffy                  
amounting to Rs. 14,56,000. Which of the following procedures is best fitted & more reliable to be                 
followed by CA. Sandy to get more reliable evidence for the existence of such balance as on 31st March,                   
2017?  

a. Inspect each and every journal entry passed in the books of ASD Ltd.  
b. Ask ASD Ltd. to provide the details of payment made during the year 2017-18.  
c. Inspect the invoices issued by Mr. Bluffy and the payments made.  
d. Interrogate the cash manager of ASD Ltd.  

 
3. While auditing the books of accounts of QHMP Ltd., CA. Ranker, the statutory auditors of the company,                 

came to know that the management of the company has recognized internally generated goodwill as a                
fixed asset. CA. Ranker discussed with the management that according to accounting standards,             
internally generated goodwill is not recognized as an asset because it is not an identifiable resource                
controlled by the enterprise that can be measured reliably at cost. However, the management is quite                
rigid to the accounting treatment followed for internally generated goodwill and not paying attention to               
the auditor. Thus, through an example, CA. Ranker explained which type of goodwill may be recognized                
as a fixed asset for which the management got justified. State which of the following examples the auditor                  
must have given to the management?  

a. If an item meeting the definition of an intangible asset is acquired in a business combination, it                 
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forms part of the goodwill to be recognized at the date of the amalgamation.  
b. Only those goodwill needs to be recognized as a fixed asset which can be touched like physical                 

assets, for example, land and buildings.  
c. Goodwill is recognised only when there is a contractual or other legal rights for a physical asset                 

which shall not be amortized over the period.  
d. All of the above. 

 

Answers 

1. (b) 2. (c)               3. (a) 
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November 2019 
 

RTP November 2019 
 

Question 
State with reason (in short) whether the following statements are true or false: 

(a) According to Section 53 of the Companies Act, 2013, a company can issue shares at a discount. 
(b) An intangible asset is an identifiable monetary asset. 

 
Answer 

(a) Incorrect: AccordingtoSection53oftheCompaniesAct,2013,a company shall not issue shares at a discount, except 
in the case of an issue of sweat equity shares given under Section 54 of the Companies Act, 2013. 

(b) Incorrect: An intangible asset is an identifiable non-monetary asset without physical substance held for use in 
the production or supply of goods or services, for rental to others, or for administrative purposes. 

 
Question 
The auditor A of ABC & Co.- firm of auditors is conducting the audit of XYZ Ltd and while performing testing of 
additions wanted to verify that all PPE (Property Plant and Equipment) purchase invoices are in the name of the 
entity he is auditing. For all additions to land, building in particular, the auditor desires to have concrete 
evidence about ownership. The auditor is worried about whether the entity has valid legal ownership rights 
over the PPE claimed to be held by the entity and recorded in the financial statements. Advise the auditor. 
 
Answer 
In addition to the procedures undertaken for verifying completeness of additions to PPE during the period under audit, 
the auditor while performing testing of additions should also verify that all PPE purchase invoices are in the name of the 
entity that entitles legal title of ownership to the respective entity. For all additions to land, building in particular, the 
auditor should obtain copies of conveyance deed/ sale deed to establish whether the entity is mentioned to be the legal 
and valid owner. 
The auditor should insist and verify the original title deeds for all immovable properties held as at the balance sheet 
date. In case the entity has given such immovable property as security for any borrowings and the original title deeds are 
not available with the entity, the auditor should request the entity’s management for obtaining confirmation from the 
respective lenders that they are holding the original title deeds of immovable property as security. In addition, the 
auditor should also verify the register of charges, available with the entity to assess the PPE that has been given as 
security to any third parties. 
 
Question  
Explain with examples the audit procedure to establish the existence of intangible fixed assets as at the period- 
end. 
 
Answer 
Since an Intangible Asset is an identifiable non-monetary asset without physical substance, for establishing the existence 
of such assets, the auditor should verify whether such intangible asset is in active use in the production or supply of 
goods or services, for rental to others, or for administrative purposes. 
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Example- for verifying the existence of software, the auditor should verify whether such software is in active use by the 
entity and for the purpose, the auditor should verify the sale of related services/ goods during the period under audit, in 
which such software has been used. 
 
Example- For verifying the existence of design/ drawings, the auditor should verify the production data to establish if 
such products for which the design/ drawings were purchased, are being produced and sold by the entity. 
 
In case any intangible asset is not in active use, deletion should have been recorded in the books of account post 
approvals by the entity’s management and amortization charge should have ceased to be charged beyond the date of 
deletion.   
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MTP 1 November 2019 
 
Question 
What audit points are to be borne in mind in case of issue of “Sweat Equity Shares” by a limited company? 
 
Answer 
Where the equity shares of the company are listed on a recognized stock exchange, the sweat equity shares are issued in 
accordance with the regulations made by the Securities and Exchange Board in this behalf and if they are not so listed, 
the sweat equity shares are issued in accordance with such rules as may be prescribed. 
The rights,limitations,restrictions and provisions as are for the time being applicable to equity shares shall be applicable 
to the sweat equity shares issued under this section and the holders of such shares shall rank pari passu with other 
equity shareholders. 
 
Question  
The auditor A of ABC&Co.- firm of auditors is conducting the audit of XYZ Ltd and while performing testing of 
additions wanted to verify that all PPE (Property Plant and Equipment) purchase invoices are in the name of the 
entity he is auditing. For all additions to land, building in particular, the auditor desires to have concrete 
evidence about ownership. Theauditor is worried about whether the entity has valid legal ownership rights over 
the PPE claimed to be held by the entity and recorded in the financial statements. Advise the auditor. 
 
Answer 
In addition to the procedures undertaken for verifying completeness of additions to PPE during the period under audit, 
the auditor while performing testing of additions should also verify that all PPE purchase invoices are in the name of the 
entity that entitles legal title of ownership to the respective entity. For all additions to land, building in particular, the 
auditor should obtain copies of conveyance deed/ sale deed to establish whether the entity is mentioned to be the legal 
and valid owner. 
 
The auditor should insist and verify the original title deeds for all immovable properties held as at the balance sheet 
date. In case the entity has given such immovable property as security for any borrowings and the original title deeds are 
not available with the entity, the auditor should request the entity’s management for obtaining confirmation from the 
respective lenders that they are holding the original title deeds of immovable property as security. In addition, the 
auditor should also verify the register of charges, available with the entity to assess the PPE that has been given as 
security to any third parties. 
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Exam Questions November 2019 
 
Question 
Validity and consequence of issue of shares at discount, check with respect to the provisions of the Companies 
Act, 2013. 
 
Question 
Explain the disclosure requirements of IND AS compliment schedule III to companies Act,2013 for each 
component of ‘ Other Equity’. 
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