
  

 
 

MCQs for Practical Training Accounting +Auditing+ Law – Level 2 
 
1. Marvin Ltd. is a renowned food chain supplier in a posh area providing restaurant facility along with food 

delivering. CA. Felix was appointed as an auditor of the company for the Financial Year 2017-18. While 
examining the books of account of the company, CA. Felix came to know about one of the major expenses 
of the company i.e. rent expense of ` 1,20,000 per month, for which he applied substantive analytical 
procedure for verification purpose. Explain, how would CA. Felix perform substantive analytical procedure in 
the given scenario? 

(a) CA. Felix would inspect every single rent invoice per month of ` 1,20,000 and verify other elements 
appropriately. 

(b) CA. Felix would compare the rental expense of the company with that of another nearby company 
having corresponding dimensions, for high degree of accuracy. 

(c) CA. Felix would select the first month rent invoice of ` 1,20,000 and appropriately verifying other 
elements would predict that the rent for the whole year would be `  14,40,000 (i.e. `  1,20,000 * 12). 
Thereafter, he would compare the actuals with his prediction and follow-up for any fluctuation. 

(d) (a) and (b), both. 

Answer (c) Reason:  As provided under SA 520 ‘Analytical Procedures’, substantive 
analytical procedures are generally more applicable to large volumes of transactions that tend to be 
predictable over time. Analytical procedures involving, for example, the prediction of total rental income on 
a building divided into apartments, taking the rental rates, the number of apartments and vacancy rates into 
consideration, can provide persuasive evidence and may eliminate the need for further verification by means 
of tests of details, provided the elements are appropriately verified. 

2. Minnie Ltd., a listed company, appointed CA. Kranny for auditing complete set of consolidated financial 
statements of the company. CA. Kranny is unable to obtain sufficient appropriate audit evidence regarding 
an investment in a foreign associate. The possible effects of the inability to obtain sufficient appropriate audit 
evidence are deemed to be material but not pervasive to the consolidated financial statements. Based on the 
audit evidence obtained, CA. Kranny concludes that a material uncertainty does not exist related to events 
or conditions that may cast significant doubt on the company’s ability to continue as a going concern in 
accordance with SA 570. State what type of opinion CA. Kranny must have provided in the given scenario? 

(a) Unmodified opinion. 

(b) Qualified opinion. 

(c) Adverse opinion. 

(d) Disclaimer of opinion. 

Answer (b) Qualified opinion. 

Reason:  According to SA 705 ‘Modifications to the Opinion in the Independent Auditor’s Report’, the 
auditor shall express a qualified opinion when the auditor is unable to obtain sufficient appropriate audit 
evidence on which to base the opinion, but the auditor concludes that the possible effects on the financial 
statements of undetected misstatements, if any, could be material but not pervasive. 

3. While auditing the books of accounts of QHMP Ltd., CA. Ranker, the statutory auditor 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 forms 
part of the goodwill to be recognized at the date of the amalgamation. 
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(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. 

Answer  (a)  Reason:  Goodwill is of intangible nature which either arises on acquisition or 
is internally generated. 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, if the item 
is acquired in a business combination, it forms part of the goodwill to be recognized at the date of the 
amalgamation. 

4. Eeyore Pvt. Ltd. is incorporated on 1st July, 2017. During the Financial Year ending on 31st March, 2018, the 
company did not opt for any borrowing at any point of time and have a total revenue of `  60 Lakh. At the 
year end, it provides the following information regarding its paid-up capital and reserve & surplus- 

Particulars Amount (in ` ) 

Paid-up Capital  

- Consideration received in cash for equity shares  

  (including unpaid calls of `  5,00,000) 

40,00,000 

- Consideration received in cash for preference shares 25,00,000 

- Bonus shares allotted  7,00,000 

- Share application money received pending allotment 10,00,000 

Sub-Total 82,00,000 

Reserve & Surplus  

- Balance in Statement of Profit and Loss 15,00,000 

- Capital Reserves 10,00,000 

Sub-Total 25,00,000 

 GRAND TOTAL 1,07,00,000 

 You are provided with the provisions regarding applicability of Companies (Auditor’s Report) Order, 2016, 
(CARO, 2016) issued under section 143(11) of the Companies Act, 2013 to a private limited company that it 
specifically exempts a private limited company having a paid up capital and reserves and surplus not more 
than `  1 crore as on the Balance Sheet date and which does not have total borrowings exceeding  
`  1 crore from any bank at any point of time during the financial year and which does not have a total revenue 
as disclosed in Scheduled III to the Companies Act, 2013 exceeding `  10 crore during the financial year.  

 Considering the information given above, which of the following shall be considered as a reason regarding 
applicability or non-applicability of CARO, 2016? 

(a) Reporting under CARO, 2016 shall be applicable as the company is having a paid up capital and 
reserves and surplus of `  1.07 crore i.e. more than `  1 crore as on the Balance Sheet date. 

(b) Reporting under CARO, 2016 shall be applicable as the company is having a paid up capital and 
reserves and surplus of `  1.02 crore i.e. more than `  1 crore as on the Balance Sheet date. 

(c) Reporting under CARO, 2016 shall not be applicable as the company is having a paid up capital and 
reserves and surplus of `  0.92 crore i.e. not more than `  1 crore as on the Balance Sheet date. 

(d) Reporting under CARO, 2016 shall not be applicable as the company is having a paid up capital and 
reserves and surplus of `  0.82 crore i.e. not more than `  1 crore as on the Balance Sheet date. 

Answer (c) Reason:  Reporting under CARO, 2016 shall not be applicable as the company 
is having a paid up capital and reserves and surplus of `  0.92 crore [(40-5) +25+7+0+15+10] i.e. not more 
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than `  1 crore as on the balance sheet date, and the other conditions relating to borrowings & total revenue 
are also within the limits of exemption. 

 

5. CA. Goofy has been appointed as an auditor for audit of a complete set of financial statements of Dippy Ltd., 
a listed company. The financial statements of the company are prepared by the management in accordance 
with the Accounting Standards prescribed under section 133 of the Companies Act, 2013. However, the 
inventories are misstated which is deemed to be material but not pervasive to the financial statements. Based 
on the audit evidences obtained, CA. Goofy has concluded that a material uncertainty does not exist related 
to events or conditions that may cast significant doubt on the entity’s ability to continue as a going concern 
in accordance with SA 570. Further, CA. Goofy is also aware of the fact that a qualified opinion would be 
appropriate due to a material misstatement of the Financial Statements. State what phrases should the 
auditor use while drafting such opinion paragraph? 

(a) In our opinion and to the best of our information and according to the explanations given to us, except 
for the effects of the matter described in the Basis for Qualified Opinion section of our report, the 
aforesaid financial statements present fairly, in all material respects, or give a true and fair view in 
conformity with the applicable financial reporting framework. 

(b) In our opinion and to the best of our information and according to the explanations given to us, with 
the foregoing explanation, the aforesaid financial statements present fairly, in all material respects, or 
give a true and fair view in conformity with the applicable financial reporting framework. 

(c) In our opinion and to the best of our information and according to the explanations given to us, subject 
to the misstatement regarding inventories, the aforesaid financial statements present fairly, in all 
material respects, or give a true and fair view in conformity with the applicable financial reporting 
framework. 

(d) In our opinion and to the best of our information and according to the explanations given to us, with 
the explanation described in the Basis for Qualified Opinion section of our report, the aforesaid 
financial statements present fairly, in all material respects, or give a true and fair view in conformity 
with the applicable financial reporting framework. 

Answer  (a) Reason:  According to SA 705 ‘Modifications to the Opinion in the Independent 
Auditor’s Report’, when the auditor expresses a qualified opinion, it would not be appropriate to use phrases 
such as “with the foregoing explanation” or “subject to” in the Opinion section as these are not sufficiently 
clear or forceful. When the auditor expresses a qualified opinion due to a material misstatement in the 
financial statements, the auditor shall state that, in the auditor’s opinion, except for the effects of the 
matter(s) described in the Basis for Qualified Opinion section, the accompanying financial statements 
present fairly, in all material respects (or give a true and fair view of) […] in accordance with [the applicable 
financial reporting framework]. 

 

6. Mincy Ltd. appointed CA. John for auditing complete set of consolidated financial statements of the company. 
CA. John need to perform group audit along with its subsidiaries. CA. John is unable to obtain sufficient 
appropriate audit evidence about a single element of the consolidated financial statements, i.e., unable to 
obtain audit evidence about the financial information of a joint venture investment that represents over 92% 
of the entity’s net assets. The possible effects of this inability to obtain sufficient appropriate audit evidence 
are deemed to be both material and pervasive to the consolidated financial statements. State what type of 
opinion CA. John must have provided in the given scenario? 

(a) Unmodified opinion. 

(b) Qualified opinion. 

(c) Adverse opinion. 

(d) Disclaimer of opinion. 

Answer  (d) Disclaimer of opinion.  
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Reason:  According to SA 705 ‘Modifications to the Opinion in the Independent Auditor’s Report’, the 
auditor shall disclaim an opinion when the auditor is unable to obtain sufficient appropriate audit evidence on 
which to base the opinion, and the auditor concludes that the possible effects on the financial statements of 
undetected misstatements, if any, could be both material and pervasive 

7. XoXo Ltd. is a newly incorporated mediocre company running a store dealing in readymade garments. The 
company has huge amount of accounts payable. While examining the accounts payable, CA. Tasmanian, 
the auditor of the company, verified each and every invoices shown under the head accounts payable and 
made a decision that the balance shown has no material misstatement. However, test for segregation of 
duties between person handling payments and person updating accounts is not possible due to newly 
incorporated mediocre company. Thus, CA. Tasmanian misinterpreted the verification results which 
enhanced the risk instead of reducing the audit risk to an acceptably low level that he would fail to detect a 
misstatement in the purchasing process which could be material, either individually or when aggregated with 
other misstatements. What type of risk is this? 

(a) Audit risk. 

(b) Inherent risk. 

(c) Control risk. 

(d) Detection risk. 

Answer (d) Reason: Detection risk is the risk that the procedures performed by the auditor to reduce audit 
risk to an acceptably low level will not detect a misstatement that exists and that could be material, either 
individually or when aggregated with other misstatements. 

 

8. Infringe Ltd. appointed CA. Bugs as an auditor of the company for the current Financial Year. After 3 months 
of the appointment, the company arranged a small get together between all the staff, officers and members 
of the company along with their family to celebrate company’s last 5 years achievements, where CA. Bugs 
introduced Mr. Felix, his Father-in-Law, to the Board of Directors of the Company. Discovering that Mr. Felix 
has created a niche in the field of book keeping, the Board of Directors offered him the service of book 
keeping of the company, which was also accepted later on. Which of the following statement is best fitted in 
the given scenario? 

(a) CA. Bugs shall not continue holding office of the auditor of Infringe Ltd. as his relative, Mr. Felix, shall 
be providing book keeping service to the company which is restrained as per section 144 of the 
Company. 

(b) CA. Bugs shall not continue holding office of the auditor of Infringe Ltd. as the Board of Directors shall 
first ask for his permission before offering the book keeping service to his relative, Mr. Felix. 

(c) CA. Bugs may continue holding office of the auditor of Infringe Ltd. as the restrained service accepted 
by his relative, Mr. Felix, is after his appointment as auditor of the company. 

(d) CA. Bugs may continue holding office of the auditor of Infringe Ltd. as Mr. Felix is not his relative as 
per the provisions of the Companies Act, 2013. 

Answer (d) Reason:  Section 144 of the Companies Act, 2013 restrains, in the case of an individual, 
the auditor or his relative, from providing certain services to the company which includes the book keeping 
service. However, the term ‘relative’ as defined under the Companies Act, 2013 does not include Father-in-
Law. Thus, Mr. Felix, Father-in-Law of CA. Bugs, is allowed to provide any services as restrained under 
section 144 of the said Act. 

9. While auditing the complete set of consolidated financial statements of Tulips Ltd., a listed company, using 
a fair presentation framework, M/s Pintu & Co., a Chartered Accountant firm, discovered that the consolidated 
financial statements are materially misstated due to the non- consolidation of a subsidiary. The material 
misstatement is deemed to be pervasive to the consolidated financial statements. The effects of the 
misstatement on the consolidated financial statements have not been determined because it was not 
practicable to do so. Thus, M/s Pintu & Co. decided to provide an adverse opinion for the same and further 
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determined that, there are no key audit matters other than the matter to be described in the Basis for Adverse 
Opinion section. State whether M/s Pintu & Co. needs to report under SA 701 ‘Communicating Key Audit 
Matters in the Independent Auditor’s Report’? 

(a) M/s Pintu & Co. have the option to follow SA 701, thus, need not to report any key audit matters. 

(b) SA 701 is mandatory in the case of audit of listed entities, however, as there are no key audit matters 
other than the matter to be described in the Basis for Adverse Opinion section, no  ‘Key Audit Matters’ 
para needs to be stated under audit report. 

(c) SA 701 is mandatory in the case of audit of listed entities, however, as there are no key audit matters 
other than the matter to be described in the Basis for Adverse Opinion section, M/s Pintu & Co. shall 
state, under ‘Key Audit Matters’ para, that ‘except for the matter described in the Basis for Adverse 
Opinion section, we have determined that there are no other key audit matters to communicate in our 
report.’ 

(d) M/s Pintu & Co. is under compulsion to follow SA 701 as the audit is of a listed company and shall 
report under ‘Key Audit Matters’ para the matter same as stated in ‘Adverse Opinion’ para regarding 
non- consolidation of a subsidiary. 

Answer (c), Reason: SA 701 is mandatory in the case of audit of listed entities and according to the same, 
if the auditor has determined that there are no key audit matters to communicate, the auditor shall state 
under ‘Key Audit Matters’ para, that ‘except for the matter described in the Basis for Qualified (Adverse) 
Opinion section, we have determined that there are no [other] key audit matters to communicate in our 
report.’ 

 

10. Mitshubish Ltd. is a worldwide automotive manufacturer. The company appointed CA. Knight after retirement 
of pervious auditor on completion of 5 consecutive years due to rotational provisions. While preparing for 
audit plan, CA. Knight discovered that the company has huge amount of other income in the name of interest 
from fixed deposits in bank. Thus, for verification of fixed deposits shown in the Balance Sheet, he obtained 
the list of fixed deposits matured and running during the year and prepared a reconciliation chart like opening 
balance + additions made during the year - matured = closing balance. While for vouching the interest income 
from fixed deposits, state what audit procedure shall he follow?   
(a) Obtain a copy of Form 26AS (TDS withholding by the bank) and reconcile the interest reflected therein 

to the income recognized. 

(b) No need for confirmation from third party. Calculate the accrued interest income yourself and cross 
verify the same from the accounts. 

(c) Verify that only interest from outstanding fixed deposits in Balance Sheet has been recognised as 
income. 

(d) Obtain the calculation sheet from the management and verify that the same has been recorded as an 
income. 

Answer  (a) Reason: While vouching for interest income from fixed deposits, the auditor may obtain 
a copy of Form 26AS (TDS withholding by the bank/ financial institution) and reconcile the interest reflected 
therein to the income recognized. 

 

© The Institute of Chartered Accountants of India




