PAPER - 12 : COMPANY ACCOUNTS AND AUDIT
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2. (a)
In the books of .............
Journal
Dr. Cr.
Particulars g 4
Bank A/c Dr. | 1,20,000
To Equity Share Capital A/c 1,20,000
6% Preference Share Capital A/c Dr. | 4,00,000
Premium on Redemption of Preference Shares A/c .... Dr. 40,000
To 6% Preference Shareholders A/c 4,40,000
6% Preference Shareholders A/c .............c..oeen. Dr. | 4,40,000
To Bank A/c 4,40,000
Securities Premium A/C ..........oooiiiiiiinn. .. Dr. 40,000
To Premium on Redemption of Preference shares A/c 40,000
PILA/C o Dr. 40,000
General Reserve A/C .ooovvvieee i Dr. 2,40,000
To Capital Redemption Reserve A/c 2,80,000
2. (b)

Unearned finance income = ¥ 22.0362 lakhs




3. (a)

3. (b)

Cash Flow Statement
For the year ended on 31.03.2023

Particulars 4
I.  Cash flow from operating activities: 1460000
I1. Cash flow from investing activities: (920000)
I11. Cash flow from financing activities (520000)
20000
Add. Opening cash and cash equivalent 120000
Closing cash and cash equivalent 140000

Return on Equity (%)
1% Year 2" Year 3" Year 4™ Year
86520 89880 91350 92295
N Ltd.

Statement of Profit and Loss for the year ended 31* March, 2023

Particulars z
I. Total Revenue 6384000
Il. Total Expenses 4560000
I11. Profit before Tax (I -11) 1824000
IV. Tax Expenses @ 30% 547200
V. Profit for the period 1276800

N Ltd.
Balance Sheet as on 31.03.2023

Particulars 3

|  EQUITY AND LIABILITIES

(1) Shareholders' Funds 4456800
(2) Non-current Liabilities 2400000
(3) Total Current Liabilities 1903200
Total 8760000
Il ASSETS

(1) Non-current Assets 4860000
(2) Current Assets 3900000
Total 8760000




5. ()

Advantages provided by Accounting Standards

1.
2.
3.

5. (b)

It provides the accountancy profession with useful working rules.

It assists in improving quality of work performed by accountant.

It strengthens the accountant’s resistances against the pressure from directors to use accounting
policy which may be suspect in that situation in which they perform their work.

It ensures the various users of financial statements to get complete crystal information on more
consistencies.

When a shareholder fails to pay calls, the company, if empowered by its articles, may forfeit the shares. If a
shareholder has not paid any call on the day fixed for payment thereof and fails to pay it even after his
attention is drawn to it by the secretary by registered notice, the Board of Directors pass a resolution to the
effect that such shares be forfeited. Shares once forfeited become the property of the company and may be
sold on such terms as directors think fit.
The accounting entries are as follows:

(i)

(i)

(iii)

5. (c)

On forfeiture of shares

Share Capital A/c .....coovvviiiiiininn... Dr. (Called-up value)
Securities Premium A/c ..................... Dr. (Premium due but not collected)
To Calls-in-Arrear A/c (Amount unpaid)

To Forfeited Shares A/c (Capital portion received on shares forfeited)
On re-issue of shares

Bank A/c ...oooooiiiiiii Dr. (Proceeds from re-issue)
Forfeited Shares A/c ................... Dr. (Discount on re-issue)

To Share Capital A/c (Paid-up value of shares re-issued)

To Securities Premium A/c (Premium on shares re-issued, if any)

On transfer of profit

Forfeited Shares A/c (Net profit on forfeiture and re-issue)

To Capital Reserve Alc

Different types of bonus paid by insurance companies:

Bonus is nothing but the share of profit which is payable by the insurance company to the policyholders.

There are five basic types of bonuses in insurance. These are as follows:

(i)

(i)

(iii)

(iv)

(v)

Simple Reversionary Bonus - It is a percentage of the sum assured that is added to the policy
every year until maturity or the death claim.

Compound Reversionary Bonus - It is a bonus calculated as a percentage of the sum assured and
the bonus accrued last year. It is again paid as a part of the maturity benefit or death benefit.
Interim Bonus - Bonus is accrued in a life insurance policy every year. However, there is a chance
that the death claim occurs before the next declaration. Hence, insurers declare an interim bonus to
set the policyholder’s family at an advantage and benefit from the bonus amount.

Cash Bonus - In a cash bonus, the insurance company will declare the bonus and make it available
for the policyholder to receive it as cash in hand.

Terminal Bonus - Terminal Bonus is a one-time bonus in insurance paid when the policyholder

runs through the entire policy term or a period specified by the insurer.
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5. (d)

Inventories shall be classified as —

(b)
(©)
(d)
(€)
()
(9)
(h)

6. (a)

(i)
(i)
(iii)
(iv)
(v)
(vi)

6. (b)

A W npoE

6. (c)

(i)

(i)
(iii)
(iv)

Raw materials,

Work In Progress,

Finished Goods,

Stock-in-Trade (in respect of goods acquired for Trading),

Stores and Spares,

Loose Tools,

Others (specify nature)

Goods in Transit should be included under relevant heads with suitable disclosure.

The heading “Finished Goods” should comprise of all Finished Goods other than those acquired
for trading purposes. Those acquired for trading purposes are to be shown under “Stock in Trade”.

SECTION -B

(B)
(©)
(A)
(D)
(©)
(B)

W O > O

False
True
False

True




7. (a)

Statutory Audit Government Audit

i)
i)
ii)

Applicable to Applicable to Government Departments
i) All private companies Statutory corporation

All co-operative societies Government companies

Proprietorship and partnership concerns in some
cases e,g tax audit under section 44AB of the
Income Tax Act 1961.

In case of private companies In case of government departments:
Shareholders Comptroller and Auditor General

In case of sole Proprietor and partnership: In case of statutory Corporation: as per the
proprietor or partners provision of the special statue for that

In case of trust: trustees or Managing corporation.

Committee In case of Government Company: Company
In case of co-operative societies: Managing Law Board, on the advice of the Comptroller
Committee with the prior approval of the Registrar and Auditor General.

Report is submitted to the owners/ shareholders in a Report Is submitted to the shareholder’s and a
format prescribed by the Companies Act, 2013, in the | copy is given to the Comptroller and Auditor
case of Companies. General in the format prescribed by the CAG.

7. (b)

The basic elements of internal control system of an organization are:

(i)

(i)

(iii)

(iv)

(v)

Financial and other Organizational Plans: This may take the form of manual suitably classified by
flow charts. It should specify the various duties and responsibilities of both management and staff,
stating the powers of authorization that reside with various members. This is important as in the
event of staff absence or otherwise the correct flow of work and the internal control system could
be vitiated by any wrong implementation of procedures by staff either unintentionally or willfully.

Competent Personnel: In any internal control system, personnel are the most important element.
When the employees are competent and efficient in their assigned work, the internal control
system can be worked and operated efficiently and effectively even if some of the other elements
of the internal control system are absent.

Division of Work: This refers to the procedure of division of work properly among the employees

of the organization. Each and every work of the organization. Each and every work of the
organization should be divided in different stages and should be allocated to the employees in
accordance with quality and skill.

Separation of operational responsibility from record keeping: If each department of an
organization is being assigned to prepare its own records and reports, there may be a tendency to
manipulate results for showing better performance. So, in order to ensure reliable records and
information, record- keeping function is separated from the operational responsibility of the
concerned department.

Separation of the custody of assets from accounting: To protect against misuse of assets and their
misappropriation, it is required that the custody of assets and their accounting should be done by
separate persons. When a particular person performs both the functions, there is a chance of
utilizing the organisation’s assets for his personal interest and adjusting the records to relieve
himself from the responsibility of the assets.
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(vi)

(vii)

8.(a)

Authorization: In a internal control system, all the activities must be authorized by a proper
authority. The individual or group which can grant either specific or general authority for
transaction s should hold a position commensurate with the nature and significance of the
transactions and the policy for such authority should be established by the top management.

Managerial supervision and review: The internal control system should be implemented and
maintained in conformity with the environmental and elemental changes of the concern. By
adapting any specific control system permanently, the extent to which the procedures of flexible
controls have been followed in real practice should be observed and re-examined.

Provisions Relating to Appointment of First Auditor

(i)

8. (b)

In case of a company other than a Government Company [Section 139(6)]

The first auditor of a company, other than a Government company, shall be appointed by the
Board of Directors within thirty days from the date of registration of the company.

In the case of failure of the Board to appoint such auditor, it shall inform the members of the
company, who shall appoint such auditor within ninety days at an extraordinary general meeting.
The auditor, so appointed, shall hold office till the conclusion of the first annual general meeting.
In case of a Government Company [Section 139(7)]

In the case of a Government company or any other company owned or controlled, directly or
indirectly, by the Central Government, or by any State Government, or Governments, or partly by
the Central Government and partly by one or more State Governments, the first auditor shall be
appointed by the Comptroller and Auditor-General of India within sixty days from the date of
registration of the company.

In case the Comptroller and Auditor-General of India does not appoint such auditor within the
aforesaid period, the Board of Directors of the company shall appoint such auditor within the next
thirty days.

Further, in the case of failure of the Board to appoint such auditor within the next thirty days, it
shall inform the members of the company who shall appoint such auditor within sixty days at an
extraordinary general meeting.

The auditor, so appointed, shall hold office till the conclusion of the first annual general meeting.

An auditor appointed under this Act shall provide to the company only such other services as are approved by
the Board of Directors or the audit committee, as the case maybe, but which shall not include any of the
following services (whether such services are rendered directly or indirectly to the company or its holding
company or subsidiary company, namely:

(i)
(i)
(iii)
(iv)
(v)
(vi)
(vii)
(viii)
(ix)

accounting and book keeping services;

internal audit;

design and implementation of any financial information system;
actuarial services;

investment advisory services;

investment banking services;

rendering of outsourced financial services;

management services; and

any other kind of services as may be prescribed.

Provided that an auditor or audit firm who or which has been performing any non-audit services on or before
the commencement of this Act shall comply with the provisions of this section before the closure of the first
financial year after the date of such commencement.




9.(a)
Remuneration of a Cost Auditor:
For the purpose of sub-section (3) of section 148-

(@) in the case of companies which are required to constitute an audit committee-

(1) the Board shall appoint an individual, who is a cost accountant in practice, or a firm of cost
accountants in practice, as cost auditor on the recommendations of the Audit committee, which
shall also recommend remuneration for such cost auditor.

Q) the remuneration recommended by the Audit Committee under (1) shall be considered and
approved by the Board of Directors and ratified subsequently by the shareholders,

(b)  in the case of other companies which are not required to constitute an audit committee, the Board
shall appoint an individual who is a cost accountant in practice or a firm of cost accountants in
practice as cost auditor and the remuneration of such cost auditor shall be ratified by shareholders
subsequently.

9. (b)
For issuing an Unqualified Audit Report, the auditor needs to consider the following factors:

Q) Evidence: Reasonable evidence is obtained in support of transactions recorded in the books of
account.

(i) Standards: Accounting entries passed in the books of account are in conformity with the generally
applicable accounting principles and Indian Accounting Standards followed consistently.

(iii)  True and Fair: The Financial Statements prepared represent a true and fair summary of the
transactions that took place during the year.

(iv)  Classification: The process of classification and aggregation followed in the preparation of the
Financial Statements is fair and it does not hide a material fact nor does it highlight something,
which may distort the real state of affairs.

(V) Format: The form of Financial Statements is in accordance with the form prescribed by law, if
any.

(vi)  Free of Misstatements: There are no material misstatements in the Financial Statements. No
material transaction recorded in the books of account is illegal or beyond the legal competence of
the company.

(vii) Disclosure: All the disclosures statutorily required or otherwise relevant have been made
appropriately.

10. (a)
The various advantages that accrue out of Joint Audit are enumerated below:
0] Lower workload
(i)  Timely completion of work
(iii)  Sharing of expertise
(iv)  Improved quality of services
(V) Healthy competition
(vi)  Quality of performance
(vii)  Knowledge pool

10. (b)
The following features of inventories have an impact on the related audit procedures:
Q) By their very nature, inventories normally turn over rapidly.
(i) 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.
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(iii)

(iv)

(v)

(vi)

(vii)

10. (c)

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.

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.

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,
trading and certain service entities.

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

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

An auditor needs to consider the following points while conducting the audit of income and expenditure

of a trust:

(i)

(i)
(iii)

10. (d)

Subscription and donation: These institutions receive subscriptions and donations which form the
major part of their collections. Therefore, the auditor should check the following:

The amount or the rate of the annual subscription.

Any instructions given by the donors as to the specific utilization of donation.

Adequacy of internal controls existing as regards unused receipt books, counter foils, etc.

Where subscriptions are received in advance these should be properly dealt with in the accounts.
Legacies received: Verify the amounts of legacies received by reference to correspondence with
any figures and other available information’s.

Income from Investment: Where the institution has made any investments or given loans, the
amount of dividend and interest should be properly vouched with reference to the counterfoils or
dividend warrants received. It should be ensured that such loans or grants are given under proper
authorizations.

The auditor needs to consider the following while conducting an audit of reissue of forfeited shares.

(i)

(i)

(iii)
(iv)

The auditor should ascertain that the board of directors has the authority under the Articles of
Association of the company to reissue forfeited shares. Check the relevant resolution of the Board
of Directors.

Vouch the amounts collected from persons to whom the shares have been allotted and verify the
entries recorded from re-allotment. Auditor should check the total amount received on the shares
including received prior to forfeiture, is not less than the par value of shares.

Verify that computation of surplus amount arising on the reissue of shares credited to Capital
Reserve Account and

Where partly paid shares are forfeited for non-payment of call, and re-issued as fully paid, the
reissue is considered as an allotment at a discount and compliance of the provisions of Section 53
is essential.




