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Test Series : October, 2015 

MOCK TEST PAPER – 2 

FINAL COURSE: GROUP – I  

PAPER – 3: ADVANCED AUDITING AND PROFESSIONAL ETHICS 
Question No. 1 is compulsory. 

Attempt any five questions from the Rest. 
Time Allowed – 3 Hours Maximum Marks – 100 
1. (a) While compiling the financial statements of a concern, you observed that the input 

information supplied by the concern is incomplete, incorrect and few of the 
Accounting Standards have not been followed. Describe, in brief, the procedure you 
will follow in the given situation. 

(b) CA. Zed has been appointed as an auditor of Attire Ltd., a textile entity. While going 
through the employee records of the company, CA. Zed identified that most of the 
labourers employed are of the age between 11-12 years. On enquiring the same, 
the management argues that there is no such boundation with regard to 
employment of such lower age children and contends that it is out of the scope of 
audit as well to check such compliance. Comment in the context of relevant 
standard on auditing whether the contention of management is tenable. 

(c) While performing risk assessment procedures of the entity, Z Ltd., you observed 
that certain material financial statement assertions are based on accounting 
estimates made by the management. As the auditor of the company, what factors 
would you consider for the identification and assessment of the risks of material 
misstatements for such accounting estimates?  

(d) The management of X Ltd. has prepared its summary financial statements for the 
year 2014-15 to be provided to its investors. Consequently, the company wants to 
appoint you for conducting audit of such summary financial statements. Mention the 
factors you would consider before accepting such engagement to report on 
summary financial statements. (5 × 4 = 20 Marks) 

2. (a) On recommendation of the Board of Directors, VJ Ltd., a listed company, appointed 
CA. Ramesh as the statutory auditor of the company at its Annual General Meeting 
held on 1st October, 2015 for a period of 10 years. A resolution to this effect was 
passed unanimously with no vote against the resolution.  
You are required to:  
(i) Examine the validity of the above resolution with respect to appointment of  

CA. Ramesh as the auditor for consecutive 10 years.  
 

© The Institute of Chartered Accountants of India



2 

(ii) Would your answer be different, in case an audit firm M/s Suresh & Associates 
is appointed as the auditor? (6 Marks)  

(b) H Ltd., a company registered with SEBI, has three subsidiaries and one associate. 
While doing the audit of Consolidated Financial Statements (CFS) of H Ltd., you 
have come to know that the associate entity had made a provision for proposed 
dividend in its financial statements. H Ltd. computed its share of the results of 
operations of the associate after taking into account the proposed dividend. 
Comment.  (5 Marks) 

(c) The auditor must evaluate major clauses of control used in a Computerised 
Information system to enhance its reliability – Comment.  (5 Marks)  

3. (a) Hamma Ltd., on which the provisions of CARO, 2015 is applicable, defaulted in 
repayments of its dues to a Bank during the financial year 2014-15 and the same 
remained outstanding as at 31st March, 2015. However, the Company settled the 
total outstanding dues including interest o n 30th April, 2015 before completion of 
the audit. Discuss how you would deal with this matter and draft a suitable 
Auditor's Report.      (5 Marks) 

(b)  As a Statutory Auditor, how would you report the following under CARO, 2015: 
(1) X Pvt. Ltd. has granted a loan of Rs. 25 crores to its associate Y Pvt. Ltd. 

during the year and it remain outstanding at the year end.  
(2) LM Ltd. had obtained a Term Loan of Rs. 300 lakhs from a bank for the 

construction of a factory. Since there was a delay in the construction activities, 
the said funds were temporarily invested in short term deposits. (6 Marks) 

(c) Mithas Ltd. is a top sugar manufacturer and exporter in India operating from  
Noida Specific Economic Zone, Uttar Pradesh. Its revenue from sale/export for the 
current year is given below: 
Sale within India   Rs. 153 lakhs 
Sale outside India (Export) Rs. 357 lakhs 
Total Revenue    Rs. 510 lakhs 

 Mr. X, the statutory auditor of Mithas Ltd., is of the view that the company is 
mandatorily required to include cost records in their books of account and 
consequently conduct cost audit. He also suggested the name of his friend, who is a 
Cost Accountant in Practice, for the purpose of such cost audit. However, the 
management is of the view that the company neither required including cost records 
in their books of account nor conduct cost audit. 

 Being an expert in cost records and audit rules, you are required to guide the 
management in this regard. (5 Marks) 
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4. (a) While doing the audit of a nationalized bank, your Audit Assistant informed you that 
there are a lot of irregularities in Telegraphic Transfers and Demand Drafts. As an 
auditor, what guidance would be given to the Audit Assistant?            (4 Marks) 

(b) You have been appointed as an auditor of a loan financing company, registered as 
an NBFC. You are required to state six special points to be kept in mind while 
auditing such company. (6 Marks) 

(c) BSL Pvt. Ltd. is a company engaged in the production of wool. Along with its 
production business, the company is also engaged in buying and selling of 
securities with the expectation of a favourable price change. It reports the following 
data for the current financial year: 

S. No. Particulars Amount (in Rs.) 
1 Paid up Share Capital 100 lakhs 
2 Capital Reserve 33 lakhs 
3 Capital Redemption Reserve 45 lakhs 
4 Revaluation Reserve 32 lakhs 
5 Speculation Loss on account of Purchase and 

Sales of Securities 
12 lakhs 

 As a tax auditor, how would you report under Form 3CD?            (6 Marks) 
5. (a) You have been appointed to investigate the accounts of a company and informed 

that the accounts have already been audited. Discuss whether you can put reliance 
on such already audited statement of accounts for the purpose of investigation.   

(5 Marks) 
(b) ABC, a manufacturing unit does not accept the recommendations for improvements 

made by the Operational Auditor. Suggest an alternative way to tackle the hostile 
management.       (6 Marks) 

(c) Sugandh Pan Masala Pvt. Ltd. was incurring heavy losses in the last several years 
since it could not withstand the competition in the market. The State in which the 
company had its registered office and also its major sales had moved a bill in the 
State Assembly to ban manufacture and sale of all kinds of Pan Masalas in the 
State. While finalizing the accounts for the year ended 31-03-2015, the CFO of the 
company created a Deferred Tax Asset for the tax benefits that would arise in future 
years from the earlier years losses that had remained unabsorbed in Income Tax. 
Comment.        (5 Marks) 
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6. Comment on the following with reference to the Chartered Accountants Act, 1949 and 
schedules thereto: 
(a) Ms. Aabha, a Chartered Accountant in practice, entered into a partnership with  

Mr. Abhay, an advocate, for sharing of fees for work sent by one to the other.  
However, due to some disputes, the partnership was dissolved after 1 month 
without any fees having been received. 

(b) Mr. 'P' is a practicing Chartered Accountant working as a proprietor of M/s P & Co. 
He went abroad for 2 months. He delegated the authority to Mr. 'C' a Chartered 
Accountant his employee for taking care of routine matters of his office. During his 
absence, Mr. 'C' has issued the audit queries to clients which were raised during the 
course of audit. 

(c)  M/s XYZ & Co., a firm of Chartered Accountants, has taken a loan for acquiring 
computers, printers and scanner from a company whose Managing Directors’ son is 
an Articled Trainee with CA. X, a partner of M/s XYZ & Co. 

(d) CA. Panash is practicing in the name of M/s P & Associates at Chennai Office. Due 
to increase in the income tax assessment work, he opens another office near the 
income tax office within 46 kms of the municipal limits of his first office. For running 
the new office, he has employed a retired Income Tax Commissioner. 

  (4 × 4 = 16 Marks) 
7. Write short notes on any four of the following: 

(a) Haphazard Sampling. 
(b) Objectives of Internal Check System. 
(c) Areas excluded from the scope of peer reviewer. 
(d) General Steps in the Conduct of Risk-Based Audit. 
(e) ‘Mandatory Review’ areas of the audit committee as per Clause 49 of the Listing 

Agreement.  (4 × 4 = 16 Marks) 
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