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Paper 12- Company Accounts & Audit

Full Marks: 100 Time allowed: 3 hours

Section - A (Company Accounts)
Answer Question No. 1 and any three from Question Nos. 2,3,4 and 5.

1. (a) Choose the correct answer from the given four alternatives: [6x1=6]

(i) Transfer to capital redemption reserve account is not allowed from which of these
profits?
(a) Securities premium account
(b) Forfeited shares account
(c) Profit prior to incorporation
(d) All of the above

(i) While preparing Cash Flow Statement of Amlan Ltd., a finance company, interest
received on loans should be shown as
(a) Cash Flow from Operating Activities
(b) Cash Flow from Investing Activities
(c) Cash Flow from Financing Activities
(d) Cash and Cash Equivalent
(i) Which of the following is not a criterion for selecting a reportable segment under AS
172
(a) 10% or more of aggregate revenue of all segment
(b) 10% or more of aggregate assets of all segment
(c) 10% or more of aggregate liabilities of all segment
(d) 10% or more of aggregate profit or loss of all segment (higher of the two)

(iv) Which of the following is a principle of insurance?
(a) Principle of indemnity
(b) Insurable interest
(c) Principle of uberrimae fidei
(d) All of the above

(v) is the currency of the primary economic environment in
which the entity operates.
(a) Reporting Currency
(b) Foreign Currency
(c) Closing Rate
(d) None of the above

(vi) Instalment of principal amount of long—term loan payable within next 12 months is
shown under Balance Sheet of a company under the heading

a) Non-current Assets

b) Non-current liabilities

c) Current Assets

d) Current Liabilities

— e — —

(b) Match the following items in Column 'A’ with items shown in Column 'B": 1x4=4
Column'A’ Column 'B'
1. |Service Line Development Charges A. |Issues to directors or Employees
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2. |AS18 B. |No voting right

3. [Debentures C. |Related Party Disclosure

4. |Sweat Equity Shares D. |Electricity Company
Answer:

Column 'A' Column 'B'

1. |Service Line Development Charges D. |Electricity Company

2. |AS18 C. |Related Party Disclosure

3. |Debentures B. [No voting right

4. |Sweat Equity Shares A. |lssues to directors or Employees
(c) State whether the following statements are True or False: 1x4=4

(i) A company has to create DRR in case of issue of debentures with maturity of more
than 18 months.

(ii) A shareholder will receive dividend whether a company makes a profit or not.

(iii) The maximum number of shares to be bought back is determined by Resource test.

(iv) Issue of fully paid up bonus shares increases the total shareholders fund.

Answer:
(i) True;
(ii) False;
(iii) True;
(iv) False.
Answer any three questions out of the following four questions [3%x12=36]

2. (a) Lakshmi Lid. issued 1,00,000 Equity Shares of 310 each at par. The entire issue was
underwritten as fallowes:

A - 60,000 Shares (Firm underwriting 8,000 Shares)
B - 30,000 Shares (Firm Underwriting 10,000 Shares)
C -10,000 Shares (Firm Underwriting 2,000 Shares)

The Total Applications including Firm Underwriting were for 80,000 Shares. The marked
Applications were as follows —

A -20,000 Shares

B - 14,000 Shares and

C -6,000
The underwriting contract provides that credit for Unmarked Applications to be given to
the Underwriters in Proportion to the Shares underwritten. Determine the liability of each
Underwriter. [7]1

(b) On 15t April 2015, Radhe Lid. received a Government Grant of ¥1,200 Lakhs for acquisition
of a Machinery costing 6,000 Lakhs. The grant was credited to the cost of asset. The life of
the Machinery is 5 years. The Machinery is depreciated at 20% on WDV basis. The company
had to refund the grant in May 2018 due to non-fulfillment of certain conditions. How you
would deal with the refund of Grant? [5]
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Answer:
(a)
Statement of Underwriters’ Liability (No. of Shares)
Particulars A B C Total

Gross Liability (given ) (6:3:1) 60,000 30,000 10,000 1,00,000
Less: Marked Applications (20,000) (14,000) (6,000) (40,000)
Less: Unmarked Application (Note) (12,000) (6,000) (2,000) (20,000)
Less: Firm Underwriting (8.000) (10,000) (2.000) (20,000)
Net Liability 20,000 - - 20,000
Add: Firm Underwriting 8,000 10,000 2,000 20,000
Total Liability = Share to be taken up by 28,000 10,000 2,000 40,000
Underwriters

Note: Unmarked Application = Total Applications 80,000 Less Marked Applications 40,000 Less
Firm Underwriting 20,000 = 20,000 Shares.

(b)
Particulars % Lakhs
Less: Original Cost of the Machinery 6,000
Government Grant [Reduced from Cost] (1,200)
Less: Depreciable Cost as on 1.4.2015 4,800
Depreciation for 2015-16 [X 4,800 x 20%)] (960)
Less: WDV on 1.4.2016 3,840
Depreciation for 2016-17 [X 3,840 x 20%)] (768)
Less: WDV on 1.4.2017 3,072
Depreciation for 2017-18 [¥ 3,072 x 20%) (614.4)
WDV on 1.4.2018 2,457 .6
Add: Refundable Government Grant 1,200
Revised Book Value of Machinery 3,657.6
Balance Useful Life 2 Years
Depreciation to be provided for the next 2 Years 1,828.8

[X 3,657.6 + 2 Years]
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3. (a) The following relevant items of cash flow statement of Lily Lid. Prepared for the year
31t March, 2018:

Particulars Amount () Amount (%)
Net profit 1,60,00,000
Add: Sale of investment 1,75,00,000
Depreciation of Assets 27,00,000
Issue of preference shares 22,50,000
Loan raised 11,25,000
Decrease in stock 30,00,000
4,25,75,000
Less: Purchase of Fixed Assets 1,62,50,000
Decrease in Creditors 15,00,000
Increase in Debtors 20,00,000
Exchange gain 20,00,000
Profit on sale of investments 30,00,000
Redemption of debentures 14,25,000
Dividend paid 3,50,000
Interest paid 2,346,250 2,67,61,250
1,58,13,750
Add: Opening Cash and Cash equivalent 21,35,250
Closing Cash and Cash equivalent 1,79,49,000

You are required to redraft and reconstruct the cash flow statement of Lily Ltd. in proper
order for the year ended 31st March, 2017 in accordance with AS-3 using indirect method.

8
(b) From the following information Calculate Return on Equity as per Regulation 21 of the CeEﬂ]raI
Electricity Regulatory Commission (Terms and Conditions of Tariff) Regulations, 2004:
1. Date of Commercial Operation of COD = 1st April 2010
2. Approved Opening Capital Cost as on 1st April 2010 =% 15,00,000
3. Details of allowed Additional Capital Expenditure. Repayment of Loan and Weighted
Average

Rate of Interest on Loan is as Follows
1st year 2nd year 3rd year 4th year
Additional Capital Expenditure (Allowed) 1,00,000 30,000 20,000 10,000

[4]
Answer:
(a)
LILY LTD.
Cash flow statement for the year ended 315t march, 2018
Amount %) Amount %)
1 Cash flow from Operating Activities:
Net profit before Tax and Extra ordinary items: 1,60,00,000
Adjustment for:
Depreciation 27,00,000
Profit on Sale of investment (30,00,000)
Foreign Exchange gain (20,00,000)
Working Capital Adjustment: (23,00,000)
1,37,00,000
Decrease in stock 30,00,000
Decrease in Creditors (15,00,000)
Increase in Debtors (20,00,000) (5.00,000)
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Cash from operation 1,32,00,000
Tax paid
Cash flow from operating activities
Cash flow from investing activities
Sale of investments 1,75,00,000
Purchase of fixed assets (1,62,50,000)
Net cash from investing activities 12,50,000
Cash flow from Financing activities:
Loan raised 11,25,000
issue of Preference shares 22,50,000
Redemption of Debentures (14,25,000)
Dividend paid (3.50,000)
Interest paid (2,36,250)
Net cash from financing activities 13,63,750
1,58,13,750
Net increase in Cash and Cash Equivalents
Cash and Cash Equivalents at beginning of the
year 21,35,250
Cash and Cash atf the end of the year 1,79,49,000
(b)
Computation of Return of Equity
Particulars 1st year 2nd year 3rd year 4th year
A. Opening Equity (30%) 4,50,000 4,80,000 4,89,000 | 4,95,000
B. Additional Equity (30%) 30,000 9,000 6,000 3,000
c. Closing Equity (A + B) 4,80,000 4,89,000 4,95,000 | 4,98,000
D. Average Equity [(A + C)/2] 4,65,000 4,84,500 4,92,000 | 4,96,500
E. Return on Equity (D x 14%) 65,100 67,830 68,880 69,510

4. On 31¢ March, Bose and Sen Lid provides to you the following Ledger Balances after
preparing its Profit and Loss Account for the year ended 31st March:

Credit Balances 3 Debit Balances 3
Equity Share Capital, fully paid 70,00,000 | Calls in Arrears 7,000
Shares of ¥ 10 each
General Reserve 15,49,100 | Land 14,00,000
Loan from State Finance 10.50,000 | Buildings 20,50,000
Corporation
Secured by hypothecation of P & Plant & Machinery 36,75,000
M (repayable within 1 yr
< 2.00,000)
Loans: Unsecured (Long Term) 8,47,000 | Furniture & Fixtures 3,50,000
Sundry Creditors for Goods & 14,00,000 | Stocks: Finished Goods 14,00,000
Expenses (Payable within 6
months)
Profit & Loss Account 10,98,300 | Raw Materials 3,50,000
Provision for Taxation 3,25,500 | Sundry Debtors 14,00,000
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Advances: Short-Term 2,98,900
Cash in Hand 2,10,000
Balances with Banks 17,29,000
Patents & Trade Marks 4,00,000
Total 1,32,69,900 Total 1,32,69,900

The following additional information is also provided:
(i) 4,20,000 fully paid Equity Shares were allotted as consideration for Land & Buildings.

(ii) Cost of Building < 28,00,000
(iii) Cost of Plant & Machinery < 49,00,000
(iv) Cost of Furniture & Fixtures 34,37,500

(v) Sundry Debtors for X 3,80,000 are due for more than 6 months.

(vi) The amount of Balances with Bank includes ¥ 18,000 with a Bank which is not a
Scheduled Bank, and the deposits of X 5 Lakhs are for a period of 9 months.

(vii)Unsecured Loan includes ¥ 2,00,000 from a Bank and ¥ 1,00.000 from Related Parties.

You are required to prepare the Balance Sheet of the Company as on 315’ March, as required

under the Companies Act.

[12]

Answer:
Balance Sheet of Bose and Sen Lid as on 315t March
Particulars as at 31st March Note This Year Prev. Yr
I |EQUITY AND LIABILITIES:
(1) |Shareholders’ Funds:
(a) Share Capital 1 69,93,000
(b) Reserves and Surplus 2 26,47,400
(2) |Non-Current Liabilities: - Long Term Borrowings 3 16,97,000
(3) | current Liabilities: 4
(a) Trade Payables 14,00,000
(o) Other Current Liabilities 2,00,000
(c) Short Term Provisions - Provision for Tax 3,25,500
Total 1,32,62,900
Particulars as at 31st March Note This Year Prev. Yr
Il | ASSETS Non-Current Assets
(1) |Fixed Assets:  Tangible Assets 5 74,75,000
(2) |Intfangible Assets - Patents and Trade Marks 4,00,000
Current Assets:
(a) Inventories 6 17,50,000
(o) Trade Receivables 7 14,00,000
(c) Cash and Cash Equivalents 8 19,39,000
(d) Short Term Loans and Advances 2,98,900
Total 1,32,62,900
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Note 1: Share Capital

Particulars This Year Prev. Yr
Authorised: ............... Equity Shares of ......... each
............... Preference Shares of .......... each
Issued, Subscribed & Paid up: 7,00,000 Equity Shares of X 70,00,000
10 each
Out of the above, 4,20,000 Shares of *10 each are allotted for
Non Cash Consideration (7,000)
Less: Calls in Arrears
Total 69,93,000
Note 2: Reserves and Surplus (showing appropriations and transfers) (all figures for this year)
Particulars Opg. Bal. | Additions | Deductions Clg. Bal
General Reserve - - 15,49,100
Surplus (P & L A/c) - - 10,98,300
Total - - 26,47,400
Note 3: Long Term Borrowings
Particulars This Year | Prev. Yr
(a) Term Loans from Banks: Secured against Hypothecation of
Plant and Machinery
(10,50,000 less Amount Repayable within one year shown under 8.50.000
Other Current Liabilities = 10,50,000-2,00,000) T
(o) Unsecured - Loan from Bank 2,00,000
(c) Loans from Related Parties Unsecured 1,00,000
(d) Loans from Other Parties Unsecured 5,47,000
Total 16,97,000
Note 4. Other Current Liabilities
Particulars This Year | Prev. Yr
Current Maturities of Long Term Debt - Loan from State Finance 2,00,000
Corporation
Total 2,00,000

Note 5: Tangible Fixed Assets (Note: n the absence of data, Other Columns are not filed up

in this Table).
Item Gross Block / Cost Depreciation Net Block / WDV
Opg Addns/ Cig Bal Opg Addns/ Clg Bal As at Yr As at Yr End
Bal. (Dedns) Bal. (Dedns) Beginning
Tangible Assets
Land 14,00,000 0 14,00,000

DoS, The Institute of Cost Accountants of India (Statutory Body under an Act of Parliament)

Page 8




Answer to MTP_ Intermediate_Syllabus2016_Dec 2019_Set2

Building 28,00,000 (b/f) 7,50,000 20,50,000
Furniture 4,37,500 (b/f) 87,500 3,50,000
Plant & M/c 49,00,000 (b/f) 12,25,000 36,75,000
Total 95,37,500 20,62,500 74,75,000
Intangible Assets
Patents/Trademarks 4,00,000 4,00,000
Note é: Inventories
Particulars This Year Prev. Yr
Raw Materials 3,50,000
Finished Goods 14,00,000
Total 17,50,000
Note 7: Trade Receivables (assumed as Secured and considered good)
Particulars This Year Prev. Yr
Sundry Debtors
(a) Debt Outstanding for a period exceeding 6 months from the 3,80,000
date they are due for payment
(b) Other Debts (balancing figure) 10,20,000
Total 14,00,000
Note 8: Cash and Cash Equivalents
Particulars This Year Prev. Yr
Balances with Banks
- Scheduled Banks (17,29,000 - 18,000) 17.11,000
- Other Banks 18,000 17,29,000
Cash on Hand 2,10,000
Total 19,39,000

Out of the above, Bank Balances to the extent of ¥ 5,00,000 have Maturity Period less than 12
Months, and Bank Balances to the extent of ¥ 12,29,000 have Maturity Period more than 12

Months.

5. Wirite short note (any three):
(a) Differences between Shares and Debentures;
(b) Types of Cash Flow;
(c) Related Party as per AS 18;
(d) Distinguish between Life and Non-Life Insurance.

Answer:

[3x4=12]
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(a) Differences between Shares and Debentures

SHARES DEBENTURES

Definition An instfrument to acknowledge |An insfrument to
the ownership of the company acknowledge the creditors of the

company

Status A shareholder is the owner and a|A debenture holder is not a
member of the company. member but a creditor.

Return A shareholder may receive dividend |A debenture holder has a right to
only when a company makes a|interest even if the company does
profit. not make profit.

Rate of Dividend rate can vary depending|Debenture carries a fixed rate of

return on the profit position. interest.

Accounting |Dividend is given out of | Debenture interest is chargeable to

tfreatment appropriable  profit and not | Profit and Loss account.
chargeable to Profit and Loss
account.

Redemption [In the case of shares, the concept|Debentures are normally
of redemption does not apply.|redeemable although a company

However as per the recent change
in the companies Act, a company
can buy back shares in accordance
with the provisionsin the Act.

can issue perpetual debentures

Voting rights

A shareholder has voting rights.

A debenture holder cannot have
voting rights.

Status at the
fime of
winding up

At the time of winding up share
holders have the least priority
regarding the return of amount due
to them.

At the fime of winding up debenture
holders have a priority over the
share holders regarding the return of
amount due to them

(b) Cash Flow Statement explains cash movements under three different heads, namely
* Cash flow from operating activities;
e Cash flow from investing activities;
e Cash flow from financing activities.
Sum of these three types of cash flow reflects net increase or decrease of cash and cash
equivalents.
Operating activities are the principal revenue - producing activities of the enterprise and
other activities that are not investing and financing. Operating activities include all
fransactions that are not defined as investing or financing. Operating activities
generally involve producing and delivering goods and providing services.

Investment activities are the acquisition and disposal of long ferm assets and other
investments not included in cash equivalents.

Financing activities are activities that result in changes in the size and composition of the
owners’ capital (including preference share capital in the case of a company) and
borrowings of the enterprise.

(c) Related Party

A related party is essentially any party that confrols or can significantly influence the
management or operating policies of the company during the reporting period.

AS-18, deals only with the following relationships:

e Enterprises that directly, or indirectly through one or more intermediaries, control, or
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are controlled by, or are under common control with the reporting enterprise;

e Associates and joint ventures of the reporting enterprise and the investing party or
venture in respect of which the reporting enterprise is an associate or a joint
venture;

e Individuals owing, directly or indirectly, an interest in the voting power of the
reporting enterprise that gives them control or significant influence over the
enterprise and relatives of any such individual.

Here "relative” means the spouse, son, daughter, brother, sister, father and mother
who may be expected to influence, or be influenced by that individual in his/her
dealings with the reporting enterprise.

¢ Key management personnel and relatives of such personnel are those persons
who have authority and responsibility for planning, directing and conftrolling the
activities of the reporting enterprise; and enterprise over which individual or key
management personnel described as above is able fo exercise significant
influence.

(d) There are certain basic differences between life policies and other types of policies. These

(i)

are listed below:

Human life cannot be valued exactly. Therefore each insured is permitted to insure his life
for a specified sum, depending on his capacity to pay premiums. This is also one form of
investment and the policy amount depends on his investment decision. In the event of
the policy maturing, the insurer must pay the policy amount, as actual loss cannot be
determined. This is not the case with other policies. Other policies are contracts of
indemnity. Therefore, notwithstanding the amount for which the policy is taken, the
insurer would pay (reimburse) only the actual loss suffered or the liability incurred.

Life insurance contracts are long-term contracts. Once a policy is taken, premiums have
to be paid for number of years till maturity and the policy amount is paid on maturity. Of
course, a life policy can be surrendered after certain number of years and the insured is
paid a proportion of the premiums paid known as surrender value. In the case of other
policies, they are for a short period of one year although the policy can be renewed
year after year.

Life insurance is known also by another term 'assurance' since the insured gets an assured
sum. Other policies are known as insurance.

The determination of profit is by different methods for life and general insurance business.
In the case of life business, periodically actuaries estimate the liability under existing
policies. On that basis, a valuation Balance Sheet is prepared to determine the profit. In
the case of general insurance business, a portion of the premium is carried forward as a
provision for unexpired liability and the balance net of claims and expenses is faken as
profit (or loss).

Section - B (Auditing)

Answer Question No. 6 and any three from Question Nos. 7,8,9 and 10.

6. (a) Choose the correct answer from the given four alternatives: [6x1=6]

(i) Appointment of first auditor for government company is done by
(a) BOD
(b) Audit committee
(c) Managing Director
(d) CAG.
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(ii) Audit is a fact-finding process that compares actual results with......................

(a) Specified standards and plans

(b) Expected results
(c) Premature results
(d) Preliminary results.

(iii) Form for maintainence of Cost Records by the Company.

(a) CRA-1
(b) CRA-2
(c) CRA-3
(d) CRA-4

(iv) SA 530 stands for

(a) Quality control for an audit of financial statement.
(b) Agreeing the terms of Audit engagements

(c) Audit Documentation
(d) Audit Sampling

(v)Objective of an Audit is to formulate an overall opinion on

(a) Cost statement

(b) Financial statement
(c) Books of accounts
(d) none of these

(vi) CAATS stands for -

(a) Cornwall Air Ambulance Trust
(b) Children Air Ambulance Trust

(c) Center for Alternative to Animal Testing
(d) Computer Assisted Auditing Technique

Answer:
M (d)
(i) (a)
(i) ()
(iv) (d)
(v) (0)
(vi) (d)
(B) Match the following: [4x1=4]
Column ‘A’ Column ‘B’
1. | SA 210 A. | Does not agree with affiimation made by the
management in the books.
2. | Objective of an audit B. | Audit Engagment
3. | Scope of work C. | Agreeing the terms of Audit Engagement.
4. | Negative report D. | Opinion on Financial Statement

Answer :

1. C
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(C) Say True or False for the following question: [4x1=4]

(i) In an audit report the Membership number of the Chartered Accountants is irrelevant.
(ii) Co-operative banks are not governed by the Co-operative Socities Act,1912.
(iii) Cost Auditors has to follow the Cost Auditing Standards while calculating Cost Audit.
(iv) Secretarial Audit Report is attached with the Board report.

Answer:

(i) False
(ii) False
(iii) True
(iv) True

Answer any three questions out of the following four questions [3x12=36]

7. (a) State the factors to be considered for determining materiality of an item. [6]
(b) Describe the objects of verification of assets and liabilities. [6]

Answer:
(a) The main factors to be considered for determining materiality of an item are:

(i) Individually: It may be determined individually. E.g., a payment of ¥ 1000 may be
material in a small business, but even X1 lac could be immaterial for a big business
enftity.

(i)  Aggregate: It may be determined in aggregate. E.g., total income from investment in
mutual funds could be more material than looking into each individual investment.

(i) Legal Considerations: It depends on the statutory or legal considerations. E.g., where
the terms of appointment of a whole time director are not according to law, the
remuneration paid to him is a material item even if the financial implication is not
much.

(iv) Legal Definition: It may be defined or described in law itself. E.g., Schedule Il requires
separate disclosure of items of all expenses exceeding 1% of turnover or to write off
capital assets purchased for less than T 5000.

(v) Relative overall impact: It may depend on the relative degree of relevance to the
overall accounts or the group, or class of fransactions to which it pertains. E.g., short
recoveries from debtors.

(vi) Qualitative: It may be qualitative and not often reckoned with respect to quantitative
details alone. E.g., improper disclosure of an accounting policy in the Notes to the
Annual Financial Statements may affect economic decisions.

(vii) Insignificant quantity but special context: It maybe of an insignificant quantity
otherwise, but material in special circumstances. E.g., rounding off to the nearest
rupee the fraction of 0.666 as 0.67 in computer software. It may be material in future
due to cumulative effect even if insignificant now.

(b) Verification of assets and liabilities is done with the following objects :
i. To know whether the Balance-Sheet exhibits a true and fair view of the State of affairs
of the business.
ii. To find out whether the assets were in existence.
ii. To find out the ownership and title of the assefs .
iv. To show correct valuation of assets and liabilities.
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v. To verify the arithmetical accuracy of the books of accounts.
vi. To ensure that the assets have been recorded properly.
vii. To detect frauds & errors, if any .

8.(a) Discuss the eligibility, qualifications and disqualifications of auditors as per Section 141

of the Companies Act,2013. [10]
(b) Discuss the remuneration of an auditor. [2]
Answer:

(a

) (1) A person shall be eligible for appointment as an auditor of a company only if he is a
chartered accountant.
Provided that a firm whereof majority of partners practicing in India are qualified for
appointment as aforesaid may be appointed by its firm name to be auditor of a
company.

Rule 10 : Disquadlifications of Auditor

(1)

(3)

(2)

(3)

For the purpose of proviso to sub-clause (i) of clause (d) of sub-section (3) of section 141,
a relative of an auditor may hold securities in the company of face value not exceeding
rupees one lakh: Provided that the condition under this sub-rule shall, wherever relevant,
be also applicable in the case of a company not having share capital or other
securities:

Provided further that in the event of acquiring any security or interest by a relative,

above the threshold prescribed, the corrective action to maintain the limits as specified

above shall be taken by the auditor within sixty days of such acquisition or interest

For the purpose of sub-clause (ii) of clause (d) of sub-section (3) of section 141, a person

who or whose relative or partner is indebted to the company or its subsidiary or its

holding or associate company or a subsidiary of such holding company, in excess of
rupees five lakh shall not be eligible for appointment.

For the purpose of sub-clause (iii) of clause (d) of sub-section (3) of section 141, a person

who or whose relative or partner has given a guarantee or provided any security in

connection with the indebtedness of any third person to the company, or its subsidiary,
or its holding or associate company or a subsidiary of such holding company, in excess
of one lakh rupees shall not be eligible for appointment.

For the purpose of clause (e) of sub-section (3) of section 141, the term “business

relationship” shall be construed as any transaction entered info for a commercial

purpose, except -

(i) commercial fransactions which are in the nature of professional services permitted to
be rendered by an auditor or audit firm under the Act and the Chartered
Accountants Act, 1949 and the rules or the regulations made under those Acts;

(i) commercial transactions which are in the ordinary course of business of the
company at arm'’s length price - like sale of products or services to the auditor, as
customer, in the ordinary course of business, by companies engaged in the business
of telecommunications, airlines, hospitals, hotels and such other similar businesses.

Where a firm including a limited liability partnership is appointed as an auditor of a
company, only the partners who are chartered accountants shall be authorized to act
and sign on behalf of the firm.

The following persons shall not be eligible for appointment as an auditor of a company,
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namely:—
(a) a body corporate other than a limited liability partnership registered under the
Limited Liability Partnership Act, 2008;

(b) an officer or employee of the company;

(c) a person who is a partner, or who is in the employment, of an officer or employee

of the company;

(d) a person who, or his relative or partner—

(i) is holding any security of or interest in the company or its subsidiary, or of its
holding or associate company or a subsidiary of such holding company.
Provided that the relative may hold security or interest in the company of face
value not exceeding one thousand rupees or such sum as prescribed;

(i) is indebted to the company, or its subsidiary, or its holding or associate company
or a subsidiary of such holding company, in excess of such amount as may be
prescribed .

(iijhas given a guarantee or provided any security in connection with the
indebtedness of any third person to the company, or its subsidiary, or its holding or
associate company or a subsidiary of such holding company, for such amount as
may be prescribed;

(e)a person or a firm who, whether directly or indirectly, has business relationship with
the company, or its subsidiary, or its holding or associate company or subsidiary of
such holding company or associate company of such nafture as may be
prescribed;

(f) a person whose relative is a director or is in the employment of the company as a
director or key managerial personnel;

(g) a person who is in full time employment elsewhere or a person or a partner of a firm
holding appointment as its auditor, if such persons or partner is at the date of such
appointment or reappointment holding appointment as auditor of more than
twenty companies;

(h) a person who has been convicted by a court of an offence involving fraud and a

period of ten years has not has not elapsed from the date of such conviction;
(i) A person who, directly or indirectly, renders any service referred to in section 144 to
the  company orifs holding company or its subsidiary company.

(4) Where a person appointed as an auditor of a company incurs any of the disqualifications
mentioned in sub-section (3) after his appointment, he shall vacate his office as such
auditor and such vacation shall be deemed to be a casual vacancy in the office of the
auditor.

(b) (1) The remuneration of the auditor of a company shall be fixed in its general meeting or
in such manner as may be determined therein.
Provided that the Board may fix remuneration of the first auditor appointed by it.

(2) The remuneration under sub-section (1) shall, in addition to the fee payable to an
auditfor, include the expenses, if any, incurred by the auditor in connection with the
audit of the company and any facility extended to him but does not include any
remuneration paid to him for any other service rendered by him at the request of the
company.

9. (a) What is the procedure for appointment of cost auditor under the Companies Act, 2013?
4
(b) Distinguish between Audit Report and Audit Certificate. {8}

Answer:
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(a)

1. The cost auditor is to be appointed by the Board of Directors (BOD) on the
recommendation of the Audit Committee, where the company is required to have
an Audit Committee.

2. The cost auditor proposed to be appointed is required to give a letter of consent to
the Board of Directors.

3. The company shall inform the cost auditor concerned of his or its appointment as
such and file a notice of such appointment with the Central Government within a
period of thirty days of the Board meeting in which such appointment is made or
within a period of one hundred and eighty days of the commencement of the
financial year, whichever is earlier, through electronic mode, in form CRA-2 along with
the fee as specified in Companies (Registration Offices and Fees) Rules, 2014.

4. Any casual vacancy in the office of a cost auditor, whether due to resignation, death
or removal, shall be filed by the Board of Directors (BOD) within thirty days of
occurrence of such vacancy and the company shall inform the Central Government
in Form CRA-2 within thirty days of such appointment of cost auditor.

(b)
S.NO. Basis Audit Report Audit Certificate
1 Meaning Audit Report is a statement of | While Audit Certificate is a
collected and considered information | written confirmation of the
so as fo give a clear picture of the | accuracy of the information
state of affairs of the business to the | stated there in.
persons who are not in possession of
the full facts.
2 Opinion Audit Report contains the opinion of | while Audit Cerfificate does
the auditor on the accounts not contain any opinion but
only confirms the accuracy
of the figures with the books
of accounts
3 Basis Audit Report is made out on the basis | while  Audit  Certificate s

of information obtained & books of
account verified by the auditor

made out on the basis of the
particular data capable of

verification as regards

accuracy.
4 Guarantee Audit Report may not guarantee | While Audit Cerfificate
correctness of financial statement in | guarantees absolute

absolute terms

correctness of the figures &
information mentioned in the
certificate

5 Coverage

Audit Report always covers entire
accounts of the concern

While Audit Cerfificate
covers only certain part of

the accounts of the
concern.
6 Responsibility | Audit Report does not hold auditor | While Audit Cerfificate
responsible for anything wrong in the | makes an auditor
accounts, responsible if anything

mentioned in the certificate
found as wrong later on

7 Suggestion

Audit Report may provide certain
suggestions for improvement

While Audit certificate does
not provide any such
suggestion

8 Scope

Audit Report covers all fransactions
done during the year

while the Audit Certificate is
very specific.
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10. Write short notes (any three) [3X4 =12]
(a) Branch Audit

(b) Inventory Audit

(c) Audit of Service Industry

(d) Audit of Shares & Debenture.

Answer:
(a) Branch Audit

“Branch office”, in relation fo a company, means any establishment described as such
by the company - section 2(14) of the 2013 Act.

Audit of Branch Office by company’s auditor or branch auditor - Where a company
has a branch office, the accounts of that office shall be audited either by fthe
company's auditor (i.e. auditor appointed for the company in AGM) or by any other
person qualified for appointment as an auditor of the company under the 2013 Act.
Such ‘branch auditor’ shall be appointed as such under section 139 of the 2013 Act -
first part of section 143(8) of the 2013 Act.

Audit of branch offices outside India - Where the branch office is situated in a country
outside India, the accounts of the branch office shall be audited either by the
company'’s auditor or by an accountant or by any other person duly qualified to act as
an auditor of the accounts of the branch office in accordance with the laws of that
country. The duties and powers of the company’s auditor with reference to the audit of
the branch and the branch auditor, if any, shall be as may be prescribed second part
of section 143(8) of the 2013 Act.

Report by Branch Auditor to company's auditor - The branch auditor shall prepare a
report on the ac- counts of the branch examined by him and send it to the company’s
auditor. The company’s auditor shall deal with the report of branch auditor in his report
in such manner as he considers necessary proviso to section 143(8) of the 2013 Act.

Duties and powers of company’s auditors in connection with branch audit - Duties and
powers of com-pany’'s auditor (main auditor) with reference audit of branch and
branch auditor shall be as contained in section 143(1) to 143(4) of the 2013 Act and
Rule 12(1) of Companies (Audit and Auditors Amendment Rules, 2015. Thus, the
company'’s auditor is responsible even if branch auditor is appointed.

Branch auditor’'s responsibility to report fraud - Responsibility to report fraud, as
applicable to company’s auditor applies to branch auditor.

(b) Inventory audit

Inventories are tangible property held for sale in the ordinary course of business, or in
the process of production for such sale, or for consumption in the production of
goods or services for sale, including maintenance supplies and consumable stores
and spare parts meant for replacement in the normal course. Inventories normally
comprise raw materials including components, work-in-process, finished goods
including by-products, maintenance supplies, stores and spare parts, and loose fools.

Inventories normally constitute a significant portion of the total assets, partficularly in
the case of manufacturing and trading entities as well as some service rendering
entities. Audit of inventories, therefore, assumes special importance.

The following features of inventories have an impact on the related audit procedures:
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e By their very nature, inventories normally furn over rapidly.

e Inventories are susceptible to obsolescence and spoilage. Further, some of the
items of inventory may be slow-moving while others may follow a seasonal
pattern of movement.

e Inventories are normally movable in nature, although there may be some
instances of immovable inventories also, e.g., in the case of an entity dealing in
real-estate.

e All the items of inventory may not be located at one place but may be held at
different locations such as factories and warehouses, or with third parties such as
selling agents.

e The individual items of inventory may not be significant in value, but taken
together, they normally constitute a significant proportion of total assets and
current assets of manufacturing, frading and certain service entities.

e Physical condition (e.g., stage of completion of work-in-process in certain
industries) and existence of certain items of invenftories may be difficult to
determine.

e Valuation of inventories may involve varying degrees of estimation, including
expert opinions, e.g., in the case of jewelry.

(c) Audit of Educational Institution:
The special steps involved in the audit of an educational institution are the following:

¢ Examine the Trust Deed, or Regulations in the case of school or college and note all
the provisions affecting accounts. In the case of a university, refer to the Act of
Legislature and the Regulations framed there under.

¢ Read through the minutes of the meetings of the Managing Committee or Governing
Body, notfing resolutions affecting accounts to see that these have been duly
complied with, specially the decisions as regards the operation of bank accounts and
sanctioning of expenditure.

e Check names entered in the Students’ Fee Register for each month or term, with the
respective class registers, showing names of students on rolls and test amount of fees
charged; and verify that there operates a system of intfernal check which ensures that
demands against the students are properly raised.

e Check fees received by comparing counterfoils of receipts granted with enftries in the
cash book and tracing the collections in the Fee Register to confirm that the revenue
from this source has been duly accounted for.

e Total up the various columns of the Fees Register for each month or term to ascertain
that fees paid in advance have been carried forward and the arrears that are
irecoverable have been written off under the sanction of an appropriate authority.

o Check admission fees with admission slips signed by the head of the institution and
confirm that the amount had been credited to a Capital Fund, unless the Managing
Committee has taken a decision to the conftrary.

e See that free studentship and concessions have been granted by a person
authorised to do so, having regard to the prescribed Rules.

e Confirm that fines for late payment or absence, etc., have either been collected or
remitted under proper authority.

¢ Confirm that hostel dues were recovered before students’ accounts were closed and
their deposits of caution money refunded.

(d) Shares transfer audit :

The following aspects are required to be examined by the auditor in conducting the share
fransfer audit:

i. Inspection of the Articles of Association regarding the prescribed form of transfer and
other provisions, particularly the time limits laid down by the Arficles or law.
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i. Notification by fransferor of the lodgement made by the transferee and inspect the
objections received, if any. Also see, where calls due or not paid, whether fransfer can
be refused under the articles and whether any fransfer was so refused.

ii. Examining in the case of particularly partly-paid shares, where the application for
registration was made by the transferor, a notice was sent to the transferee and
registration was effected only on receipt of ‘non-objection’ received from him.

iv. Scrutiny of transfer forms, noting specially:

e That in every case, the application for tfransfer was made in the prescribed form and
the prescribed authority had stamped the date on which it was presented to it; also
that it was delivered to the company within 60 days exaction.

e That each transfer form is properly executed and bears the proper stamp duty.

e That the name of the company is correctly stated on the form.

¢ That where the consideration for transfer appears to be inadequate, an inquiry was
made by the company for ascertaining the reasons there for. (This is not necessary if
the transfer form bears the seal of the Collector of Stamps.)

e That the alterations, if any, have been suitably initiated; and

e That the name and address of the transferee have been recorded completely and
fully for purposes of correspondence.

v. Comparison of the signatures of each transferor on the transfer form with his signature on
the original application for shares or on the transfer form (if the shares were acquired on
a fransfer).

vi. Ascertaining that none of the fransferees is disqualified from holding shares in the
company.
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