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Based on the above facts, answer the following questions (Q. Nos. 1 10 4):

1. Which of the following actions is not required 25 pat 'ff the
documentation for the identified misstaiements of DEAF Lid?

J‘Aff Justifications for not communicating identified misstatement W :
~ charged with governance.
(B) Recording the predetermined threshold of ¥ 75.004 as the amount below
which misstatements would be considered clearty trnvial iy
(C) Listing all identified misstatements, including the mvemory
misstatement, even if corrected by management.
(D) The auditor’s conclusion as to whether uncorrected missiziements are
material, individually or in aggregate, and the basis for that conclusion.

2. Based on the listed addnmnal procedures, which of the following are the

inappropriate actions for the auditor to take decision on Gcmlg Concem I the
case of Purple Pvt. Ltd. ? : A

() 06,6, @ o
@, Gi), (v), (vi) a\;)?'y\‘,,x;‘ L

© (), (i), (v), (i) N ® 3@%’

®) (i, (. )¢ SN "

"~ 3. Which of the following statements is most appmpnate m the eomext of the
roles of QRB and NFRA ? : ~

(A) QRB is empowered to review the quahty of audxt W for both

Crypto Ltd. and Ghtch Ltd. since it oversees all entities audited by ICAI
" members.

5 (;; NFRAcmotmvesngateGhtcthd.asnfallsmdaQRBsmxsﬂ&caon |

> to the audit being performed by ICAI membexs

review the quahty of audit services of Glitch Ltd.

',(D) NFRA and QRB"”’avc overlapping Junsdlctnon for llsted entmcs, amd

elther body can independe

(&)

(]

QRB can review the quality of audit services of Crvpto Ltd. but can nm :

b
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Which of the following options is correct regarding the classification and
meatment of the identificd misstatements of DEAF Ltd. under relevant
Standard on Auditing ? i
(A} The T 1 lakh error in depreciation schedule qualiﬁ‘e:s as a jﬁdge’men‘tal
misstatement. Management’s estimate regarding im{emory, leading to an
overstatement of ¥ 5 lakhs, which the auditor deeméd unreasonable does
not qualify as a misstatement. -
A sample audit revealed an error in sales invoices amounting to ¥ 60,000

15 an factual misstatement,

(&)’ The T 1 lakh error in the depreciation schedule is a Judgemental‘

misstatement,

The inventory valuation overstatement of ¥ 5 lakhs is a factual

misstatement,

The invoice-related error does not qualify as a mlsstatemem as the

individual error is below the trivial threshold.

(C) The ¥ 1 lakh error in the depreciation schedule is a factual mlsstatﬁmﬂm-

R

The inventory valuation overstatement of ¥ § lakhs 1s a pmjeeted,'?".

/  misstatement.

The auditor’s best estimate of iniyss’ta/tem'cg“of

/) 4 ‘”

L 2]
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On the basis of the above detalls, you are required to answer the following

questions (Q. Nos. §to 8) :

5. As regards the method suggested for conducting performance audit of Wind
power Ltd., by which team member, do you think that, it may not be possible
for the auditor to work with complete data due to its high volume and in such

- cases sampling techniques are required to be used 7 -

(A) Mr.P
e " | v 5 i “
(e) Mr. R & ’ ’ o : 0]:\‘5&;'“ £
@ MS. .o« e M‘? 2
: . i . . %\} u U : 2 5

6. /The followmg audlt procedures are undertaken by the audit team in relation to
~ audit of advances of the Indore Main branch '
?}7 Examme ex1stence, nforceablhty ‘and valuatxon of secunnes in respect
of securities requiring reglstratlon il
@ Verify correctness of master data of loan accoums updated in CBS.
Check parameters I1ke mstalments, EMI rate _g{ mtere§t, tenure of loans
(y)f Examme whether system -laid down in bank- for revxew!renewals of :
advances 1s bemg followed. ; ~ ;
n;e - accounts identified to be problem accounts but whxch have not
%ed into NPA category. This can be done by obtammg hst\dfj;;
MAZ borrowers from the bank and same can be conmdemd el
of ;oblemanc accounts. ‘ Taae o

AMFl
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) Revrew audrtor s reports in case of borrowers having credit facilities

from the banking system beyond a cut-off limit fixed by boarqwgf
directors of bank.

/a

From the above, identify the audit procedures AthatﬁMﬁr;X“ghould focus upon.
&) @), (@), (i) |
By (@),
L @Em
D) (i) & (iv)

What is the Drawmg Power (DP) available to Kiran Ltd. as of 31%March 20257
(&Y %1005 lakhs Lt Ty
B) T1000lakhs E oot
7 e e c \“'ﬂl % Y
(& T945lakhs Copl> b
YL RS L, \ \ v\ ’
(D) %990 lakhs \'}e h
(o

CA JP, the engagement partner is satlsﬁed with the procedures suggested by )
audit manager but he is not convinced with the sequence of steps while
plannmg the performanee aud1t of Wind power Ltd He seeks your: advice in

.suggestmg the correct sequence after- teaxrangmg them You are requlred to
select the eorrect optxon from the followmg

5%789
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pasts of the above detalls, you are required to answer the following

ht

on ! o s (Q Nos. 9 to 12) :
u 2.
pased on GA 530, which of the following is the mos! appropriate response for
(ne auditor in handling these situations while performing sampling 1est4. and
pmcgdums ?
{ 1f the audit procedure is not applicable to the selected item, then the
quditor shall perform only the altemauve procedure but not on 2
replacemenmem
iders a misstatement OF deviation \-,,"

\t‘

@ﬁ [n case when the auditor consi
discovered in 2 sample to be an anomaly, the auditor shall obtain 2 high (o y\

degree of certainty that such misstatement or deviation s represemaﬁvq i3
- -l

of the population. o e
« '5'“'(\) (\ rs \ﬁ 3

(Q( Rely solely on the results of the sample and assume that any deviations

identified are 1mmater1al to the population.

\/(% If the auditor is unable to apply the designed audit procedures, of suitable

alternative procedures, to a selected item, the auditor shall treat that item

as a misstatement, in the case of tests of details.

propriate for M/s GDP Associates in

erforming external conﬁrmanon,
n accordance with

10. Which of the followmg is the most ap
response to the events that occurred when P

procedures 1 to obtam relevant and rehable audlt ev1dence

’relevant Standard on Audlt)gg b

'4‘./-4»(‘/

: ,,’{A) The fmiure 10 recew""

q,.,exphciﬂy mdlcate re y.
’/iconﬁrmanon request or venﬁcatlon of the accuracy of the mformatwn
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res
B be more likely to
(B) Confirming parties also may « when the information in the

pond indicating their

disagreement with a confirmation requeé |
therwise.

, request | s li pond 0
tis in their favour, and less likely to res

] f that there is some
(f) Non-response or negative confirmation does not mean

respond to the
misstatement as negative confirmation request itself is to resp

auditor oni); if the confirming party disagrees w:th; the information

provided in the request. \/

D  The auditor shall use negative confirmation requests as the sole

: : ’ ircumstances
substantive audit procedure when he is aware of circumst or

conditions that would cause recipients of negative conﬁrmatlon re\gupsts

to disregard such requests. ‘

11. Mss GﬁP Associates are concerned with SA 620, which deals with the
auditor’s respon51b111t1es rega.rdmg the use of external IT expert when that
work is used to asmst the auditor in evaluating cyber secunty framework.

Whlch of the followmg is mcorrect option in relation to agreement with the

audxtor s expert %

,;if’of that expen/s work may b appropnate whxle oral reports as the work

’progr ' es are not requlred \/

mcludmg t‘ e tlmellne for dehverablesQ - ;
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Identiﬁcation of specific partners or staff, who will lisise with the
quditor’s expert, and procedures for communication between that expert

and the entity, assists timely and effective communication, particularly

on larger engagements.

@Ni is necessary for the confidentiality provisions of relevant ethical

requirements that apply to the auditor also to apply to the audzwr 3

P

sy

A « Oy
expert. W |2

1 ') 7 -

2 ? f\j*if" ~b \ ) A

Sl \ 3

[~ \iU . }17 ¥ "t
1\{ ;
(o

" Considering the factors mﬂuencmg audit pmcedures for opemng balances,

which of the following is the most appropnate course of action under relevant

Standard on Auditing ?

(&k Perform audit procedures in prior penod to obtain ev1dence reievant to

openmg balances or evaluate whether prior penod’s closmg balances

: ave been conectly brought forward
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Oﬂf I’ﬂ .
13, Secure Bank Ltd a mid»smd ﬁnanmal rf’gt’mtfw

i %cure dlgital bankmg services 1o its customers. B2 lities
5 mui 7 plﬁ Wjﬁﬁ[ﬁbﬁ fﬁi,

target of a sophisticated malware attack ;hat expos

iniﬁtsITsystgms. e el i e

gmaii frﬂm what
¢)) lncldent 1: An employee of Secure Bank recel Wd m

3 ,
‘appeared to be a reputable software vendor, fom’g

loyee
,'”'OPflmlzatxon tool”. Behevmg it to be /, 3%1“13’3‘5 ﬂw emp Y

/.

,disguised to appear as harmless ot Om?e i ,
backdoor that allowed attackefs to access the bank’vs,ﬁ!@al‘ﬁetw ork.
m Incldent 2: The attackers leveraged to target employees smaﬁphones

ThlS malware was mtroduced through phlshmg SM ' {“L’smlshmg} which

prompted employees to click on mahcmus lmks h malware ;%XPloiied
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(1v) Incident 4 : A critical server was encryped by 4 c/ber-amack, Sz

M&ym

operations for three days, This encrypted all critical finzmcial dzz,
rendering the system inoperable. Investigations revealed that the zmack
originated from a phishing email sent 10 an employee. The email
contained 2 link that exploited an unpaiched vulnerability in the server.
From the above which of the cyber-attack incident that Secure Bazk Lid
became victim of, is de§cnbed as “Ransomware 7”
{A) Incident 4

! \‘ 1 ,’ [\ Y
) Incident 3 , 'f,‘-";’- '
; (¢ \
(C) Incident?2 - R o,
'\\ A LY
. S ’./Q ; of ‘v' OO ‘
[ .

14.

Uranus Pvt. LtcL a partxally—owned subsuilary of Saturn Ltd., a manufacturing
company, has been operatmg as an unlisted company in India. The company s
shareholders, including non-voting members, have been informed in writing
about the company’é decision not to present consolidated financial statements.

None of the members have objected, and the company holds proof of delivery
for these commumcations :

- Saturn Ltd the ultlmata holdmg company of Uranus Pvt. Ltd, files its

consolidated fmanmal statements with the Reglstrar in comphance with the
‘ apphcable Accountmg Standards Satur

Ltd is hsted on the Nanonal Stmk
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licabslity of
During q regnlatory feview, issues arose regarding the X%‘“’W”i
Consolidated Financial Statement (CFS) requirements and
provided under the Companies Act, 2013, and Ind AS 110.

Which uf the following statements is most 2ppro e d;:id ::
applicability of Consolidated Financial Statements (CFS) mwﬁmf ;5
ezxempmns provided under the Companies Act, 2013, and Ind AS |

{A} Ummls PVt. Ltd must prepare cﬂnsohdated ﬁnaﬂ(:ml statements as nis 2
subsidiary of a listed company that files its consolidated statements.

{é) Pluto Ltd. must present consolidated financial statements for all entities it
- controls as it measures its subsidiaries at fair value through profit or loss.

(C}{ Saturn Ltd. must consolidate all entities it controls, excepting Phuto Lid.
~ and its subsidiaries as the requirement of preparazzon CFS shall not applv

Pluto Ltd. ;
\ )B(‘;;m Ltd. must consolidate all entities it controls, mchuhm ¢ Uranus Pyt
Ltd., Pluto Ltd. and its subsidiaries.

13. M/s DG & Co. is a firm of Chartered Accountants, consisting of two parmers,
CA D and CA G. The firm operates its main office in Delhi and has
established branch ;)fﬁces in Gurgaon, and Shimla. M/s DG& Co. had applied
for exemption with respect to the Shimla Office, due to its hill area location.
The permission was granted to them allowing a temporary oﬁce in
Chandigarh during winter months. The temporary oﬁice /m}%Chandxgarh
displayed it's name board year-round and used the address (

The ﬁrm iS concerned with the comphance of prowsmns Secaon 27 of the
Chartered Accountants Act, 1949. Exemptaon has bee ngen t0 members
practicing in hill areas. Ea s o

+ ' AMF1

[ B
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You are required to identify the correct condition(s) from the following :

(1) M/s DG & Co. should be allowed to open temporary M ces i

Wt

Chandigarh for a limited period not exceeding 3 months in 2 yeaz

(ify) Shimla office should be closed during winter months ax;d all
correspondence should be made at the Chandigarh aﬁioe eﬁly. L

(u)/The name board of the firm in the Chandigarh eﬁiae ﬂhmﬂd not be

displayed at times other than the penod such Gfﬁce is permitted to

i

ﬁmctlon

(w) Chandxgarh office should not be mentioned in the letterheads visiting
cards or any other documents as a place of busmess of the member/ﬁrm

() Before commencement of every winter it shall be obhgatory on the firm

to inform the Insfitute that it is opening the Chéndigérﬁ office from 2

partlcular date and after the office is closed at the expiry of the period of

pernusswn an mtzmanon to that eﬁect should also be sent to the office of

- the Instltute by registered post.

A \ | v\\gs\\a'\t
(A) (1)’ (]1), (111), (IV) : ; | O’“\j N
/ : ,, AR
, (i), (¥), (V) 4 \ W \ @‘,\h»y} g
iy ‘?\(/Q Jal ' g
(C) 0 G, g e ‘”W

Desaiphive Sudshow WL be “)F)‘“d“j m LMC 1
Sl v : W ) . alhelasied . "

} Jown\f(o»3'/ Fies

NS Vi, i

- AMF1
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AMF2

ROIINO. o

Total No. of Questions — ¢ @

Total No. of Printed Pages — 14

B =

10.

11.

Maximum Marks — 70

~ GENERAL INSTRUCTIONS TO CANDIDATES
The question paper comprises two parts, Part I and Part II.

Part I compriﬁes Multiple Choice Questions (MCQs). /
Part Il comprises questions which require descriptive answers.

Ensx'lre that you .rec§ive the question paper relating to both the parts. If you have not
received both, bring it to the notice of the invigilator.

Answers to MCQs in Part I are to be marked on the OMR answer sheet as given on the
cover page of descriptive answer book only. Answers to questions in Part II are to be

written in the same descriptive answer book. Answers to MCQs, if written inside the
descriptive answer book will not be evaluated.

OMR answer sheet given on the cover page of descriptive answer book will be in
English only for all candidates, including for Hindi medium candidates.

The bar coded sticker provided in the attendance register, is to be affixed only on
the descriptive answer book. .

You will be allowed to leave the examination hall only after the conclusion of the exam. If
you have completed the paper before time, remain in your seat till the conclusion of the exam.

Duration of the examination is 3 hours. You will be required to submit the descriptive
answer books with OMR cover page to the invigilator before leaving the exam hall, after
the conclusion of the exam.

The invigilator will give you acknowledgement on Page 2 of the admit card, upon

receipt of the descriptive answer book.

Candidate found copying or receiving or giving any help or defying instructions of the

invigilators or having / using mobile phone or smart watch will be expelled from the

examination and will also be liable for further punitive action.

PART -1I 70 Marks

Question paper comprises 6 questions. Answer Question No. 1 which is compulsory
and any 4 out of the remaining S questions.

Working notes should form part of the answer.
Answers to the questions are to be given only in English except in the case of

candidates who have opted for Hindi Medium. If a candidate has not opted for Hindi
Medium, his/her answers in Hindi will not be evaluated.

AMF2 P.T.O.
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PART - 11

1. (a) PQR Motors Ltd., a listed entity engaged in the manufacture, and sale of 5
automobiles and related parts has prepared its annual financial statements
for the financial year 2024-25. The company’s management is also

responsible for preparing other information, which includes:
(1) Annual Report :

® A Director’s Report and Management Discussion & Analysis
(MD&A) prepared by the management.

® A Corporate Social Responsibility (CSR) report highlighting
the company’s initiatives and outcomes.
(2) Chairman’s Message :
® A message from the chairman discussing the company’s
financial performance and strategic outlook.
(3) Future Projections :

® Forward-looking statements in the annual report about

anticipated growth in revenue and expansion plans.
The Statutory auditors, M/s ST & Co., Chartered Accountants, have

completed its qudit of the financial statements and prepared the aud_ﬁp_r’s

repmy‘\ During the course of the audit, the following circumstances arise :

Director’s Report and MD&A are finalized and provided to the

® The
auditor before the date of the auditor’s report. )
i ’ Projections are not finalized
an’s Message and Future
@ The Chairm e

' hic
but are expected to be included in the annual report, Wi
released after the auditor’s report is issued,

AMF2
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AMF2
Issues Identified :
(1) In the MD&A, M/s ST & Co., noted a misstatement regarding the
company’s claim of achieving a 20% reduction in production costs.

Audit evidence suggests the reduction was only 10%. P

(2) The Chairman’s Message, which is yet to be reviewed, contains
optimistic revenue projections that appear inconsistent with the

historical growth trend.
Answer the following with reference to the relevant Standard on Auditing :

(i) What should M/s ST. & Co., include in the “Other Information”
section of the auditor’s report for PQR Motors Ltd. ?

(i) If management does not correct the identified misstatement in the

MD&A, even after the same was brought to their attention, what

should M/s ST & Co. report under the WQ?

Alpha Manufacturing Ltd. (AML) is engaged in the production of
speciality machinery for the automotive industry. The company operates
in a competitive market and is under pressuré to meet aggressive revenue
and profitability targets to secure additional funding from the investors.
The audit ﬁrm(Bwhas been engaged to conduct AML’s statutory
audit for the financial year 2024-25. BETA LLP performed risk
assessment procedures and related activities towards obtaining
information in identifying risk of material misstatement due to fraud and
also evaluatéd whether there is an indication that one or more fraud risk
factors are present. Analytical procedures reveal unexpected relationships

potentially indicating fraudulent activities, such as sales inflation by

5

AMEF2 P.T.O.
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(c)

A
4) N7
AMF2 )
management to meet earnings targets. Management i{ inflating sales by

entering into sales agreements that include terms that preclude revenu€

recognition or by invoicing sales before delivery.

7

Guide BETA LLP to decide the course of action in determining overall
responses to address the assessed risks of material misstatement due to

fraud at the (i) Financial Statement Level and (ii) Assertion Level.

Smart Technology Ltd. plans to issue a prospectus to raise capital through
a public offering. Smart Technology Ltd. acquired Cloud Computing
Ltd., a leader in cloud advisory services; to strengthen its capabilities in
providing cloud solutions and this acquisition aligned for a digital

SAE 2u2o
transformation strategy. The prospectus includes pro forma financial

information to demonstrate the financial effects of a significant
acquisition completed recently. As the engagement préctitioner, y(;u are
entrusted with providing an assurance report on the compilation of this

pro forma financial information in accordance with relevant Standard on

Assurance Engagement.

Smart Technology Ltd.’s management has provided the following details :

(1) The source of the unadjusted financial information includes
unaudited financial statements for a subsidiary acquired during the
year.

(2) Pro forma adjustments which include Fair value adjustments for
acquired assets and liabilities. :

3) Thé applicable financial repoi'ting framework is_ IFRS, Wit,h

modifications specific to the jurisdiction of operation.

AMF2
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In the above context, answer the following : [

(1) State the aspects you will consider during planning and perfqrming
the Engagement while evaluating the source from which the

unadjusted financial information has been extracted.

(i) As a practitioner you need to obtain evidence about the

appropriateness of the pro forma adjustments. Explain what it
—

includes.

8

=

XYZ and Associates, Chartered Accountants, is an audit firm, giving
services to the various types of clients in the field of auditing, taxation
and management consultancy. It has been doing statutory audit of B Ltd.,
a listed entity since last seven years. CA X who has been the engagement

S —
partner for the company since beginning has a complete idea about the

-— —\

strengths and weaknesses of the internal controls of the'company.r He
maintains good relations with the management and tlrlosér éilé.rged with
the governance. Every year audit is completed in a cordial and healthy
manner. During current year the quality control reviewer insisted to
change the engagement faartﬁer for the company saying that continuation
of same engagement partner poses certain audit risk and threats to the
organizéﬁoﬁ and advises to review the firm’s policies and procedures in
relation to the engagement partner. The management of the company
does not wish to change the engagement partner. How do you view the
above situation from the view point of quality control system in audit
firm in terms of requirements of SQC b ? Guide the firm in establishing

the policies and procedures in respect of an engagement partner.

AMF2 P.T.O.
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CA A has been appointed as an auditor of Datacom Ltd. to conduct
statutory audit. The company has various derivative contracts — options,
forward contracts, interest rate swaps etc. which were required to be
fairly valued for which company got the fair valuation done through an
external third party. CA A involved a registered valuer Mr. S' as an
auditor’s expert to do the valuation of derivatives in order to obtain
sufficient appropriate audit evidence. CA A and Mr. S are new to each
other and they were working for the first time. Mr. S performed his work
and submitted the report. CA A, while evaluating the adequacy of the
work of Mr. S, observed that expert’s work involved use of significant
assumptions and methods. Consequently he wants to test the ‘rye[eva‘nce
and reasonableness of those assumptions and methods in the applicable
circumstances. Guide CA A in this regard as per relevant Standard on

Auditing.

Metaverse is the emerging 3-D digital space that uses virtual reality,
augmented reality, and other advanced internet technology to allow
people' to have lifelike personal and business experiences online. It
represents a convergence of digital technology to combine and extend the
reach and use of Cryptocﬁrrency, Artificial Intelligence (AI), Augmented

Reality (AR) and Virtual Reality (VR).

State the key considerations for sustainable future of Metaverse.

AMF2

S
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(a) Brown Enterprises Limited, an unlisted public company, has granted S
loans to two of its subsidiaries, stood as a guarantor for loans taken by a
Limited Liability Partnership (LLP), and made investments in a start-up
company during the financial year 2024-25. The company’s financial

statements disclose the following :
(1) Loans Provided :
o / % 10 crore to Subsidiary A, with ¥ 6 crore outstanding as of
March 31,2025,
o % 5 crore to Subsidiary B, fu}ly repaid during the year.
e ¥ 3 crore loan to a UR & Co. a pannershi;) firm with ¥ 1.5

crore overdue for 120 days. UR & Co., is not a related party.

(2) Guarantees :
F Guarantee provided to Milestone LLP for ¥ 7 crore loan
availed from a b;lnk, outstanding in full as of March 31, 2025.

(3) Investments :

e % 4 crore equity investment in KD start-up.

Additional information:

e For the overdue loan, Brown E{lterprises Ltd. has initiated legal
proceedings for recovery but no settlement has been achieved.

e All loans and guarantees have been documented with termsi_a‘lp‘d
cow.

o One loan, ¥ 2 crore to Subsidiary A, was renewed upon maturity

without repayment, adjusting the overdue balance.

AMF2 P.T.O.
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Based on the above facts you are required to :

0, for Bro
(1) Analyse the reporting requirements under CARO, 202 wn
Enterprises Ltd.

(i) The management of Brown Enterprises Limited contended that

reporting requirements under CARO, 2020, of overdue in respect of

UR & Co., and Subsidiary A, are not applicable. Comment.

M/s JAZZ & Co. is a partnership firm consisting of two partners CA/.J
and CA Z.

CA J is exclusively associated with the firm and is not doing practice in

individual capacity, whereas CA Z, is doing practice in his individual

capacity also.
For the financial year 2023-24, the ﬁrm has already undertaken audlts

and s1gned audit reports under sectlon 44AB/44AD of the Income Tax
Act, 1961 as under :

-_—
Under section Under section Under section
44AB for 44AB for 44AD/44ADA

corporate clients
non-corporate clients

—_—

CAJ 30 60 20 XF
CAZ 5 ° 10 12
\\
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For the financial year 2023-24, CA Z has undertaken audits in individgal
capacity and signed audit reports under section 44AB/44AD of the

Income Tax Act, 1961 as under :

Under section | Under section 44AB Under section
44AB for for non-corporate | 44AD/44ADA
corporate clients clients
CAZ 4 9 8
/

For the financial year 2023-24, the firm is approached further to take up
the following assignments :

3 tax audit assignments under section 44AB for corporate clients
4 tax audit assignments under section 44AD.

Advise whether the firm should accept the further tax audit assignments

for the financial year 2023-24 as above in the light of professional cdde

— —

of conduct.

Coastal Ventures Ltd., a newly formed real estate development firm, is
applying for a loan frpm a financial institution to fund a new residential
project. The bank requires the submission of the company’s financial
statements for the year ending March 31, 2025. The company engages an
independent practitioner CA X to compile the financial statements based
on its accounting records and other information provided. The financial
statements will be prepared in accordance with Ind AS (Indian
Accounting Standards). CA X intends to record the agreed terms of

engagement in an engagement letter prior to performing the engagement.

AMF2 P.T.O.



http://www.castudynotes.com
http://t.me/canotes_final
http://www.castudynotes.com

G -—_ﬁ
(10)
AMF2

CA X is of the view that independence requirements will not p

applicable for the above assignment. Do you agree ?

CA X is concerned with engagement acceptance and continuance
Suggest him focus points in respect of management responsibilities that

will be recorded in the agreed terms of engagement in the engagement

letter.

4. (a) Instant Finance Ltd. is a Non-Banking Financial Company (NBFC-BL) 5
primarily engaged in providing loans to small businesses and indiVidElls.

As per its audited financials for the year ending March 31, 2025, the

following information was observed :

(1) Instant Finance Ltd. has an aggregate risk-weighted asset base of
T 1,000 cror

<.

Th h rt 1 (
N (2) € company has repo eG ler capltal}f Egir_or/e Which

- -IA
Y includes ¥ 15 crore raised through perpetual debt instruments. 20 w ,
\" b
3) Nl}ﬁt@t Finance Ltd. has investments in shares and bonds of other
ng/d ‘ﬁ"(f;) @“5: FCs totalling ¥ 10 crore, which amounts to 12% of its owned ed

of VA . N
L) \Ofi//\o/‘ nd (\;q/# Q"') 0\3&3 Lo/ &D!VJU\M . 2;’_1' '0/1 F@«D
-

\

(4) The company’s primary business involves lending agamst gold

tor(—) v/
jewellery, with such loans comprising 60% of its financial assefs.

A

|

As a statutory auditor, you are entrusted with assessing compliance with
the prudential norms prescribed under the Master Direction — Reserve
Bank of India (Non-Banking Financial Company - Scale Based

Regulation) Directions, 2023, regarding capital adequacy.

AMF2
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You are required to :

(1)  Evaluate whether Instant Finance Ltd. complies with the minimum

Tier 1 capital requirements as per the RBI prudential norms.

(i) Discuss the treatment and impact of perpetual debt instruments in
the calculation of Tier 1 capital for NBFCs primarily engaged in

lending against gold jewellery.

(iii) Analyse the adjustment required in Tier 1 capital for Instant Finance

Ltd. due to its investments in other NBFCs.

CA A, the proprietor of A & Collegues, Chartered Accountants, is
developing his practice and recently secured a major audit assignment for

B state Cooperative Society. The engagement fee for this audit is T 1 Cr. -7

In view of his vision of growth to expand the development of his
business, CA A has entered into an agreement with an unregistered
financial consultant, Mr. X, who is an MBA from a local university.
Mr. X introduced CA A to his business clients and in return, CA A agrees
to pay him a 2.5% commission (¥ 2.5 lakhs) on the audit fee as a referral

bonus.

Additionally, as per the State Cooperative Registrar’s Circular, 5% of the
audit fee (T 5,00,000) has to be deposited into the State Treasury to cover

administrative expenses. CA A complies with this requirement.

Comment with reference to the Chartered Accountants Act, 1949 and

schedules thereto.

AMF2 P.T.O.
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(c) Glow management Ltd., a workspace operator, seeks to secure funding
from investors. The funds will be used for repayment of debt and cost of
capital for strengthening its Balance sheet. To support this, the company
has prepared its financial statements for the year ended March 31, 2025,
The investors request a limited assurance review rather than a full audit,
to ensure the reliability of the financial statements. The management of
Glow management Ltd. engages an independent 5prgc’atloner ét\ Kishore

to perform a review engagement under SﬂE 2400.)During the rev1ew CA

Kishore identifies that there was significant increase in deferrediexenue

T

On inquiry, CA Kishore fomd@fag}ﬁent’mmeasonable >

J

projects and ‘was

unable to corroborate this with contracts. @»
-

that it is related to advances received for upcomlng

Based on the evidence gathered and procedures performed, CA Kishore
determines, that the financial statements are materially misstated. He is

bound to express a qualified conclusion, as the effects of the matter(s)
\\,____ﬁ

iving rise to the modificati
giving dification are material, but not pervasive to the

financial statements,

e —

In the above context, you are required to help CA Kishore to :

()

State the phrases to be used in conclusion paragraph as appropriate.

(i) State the matters to be included in the basis for conclusion

paragraph.

AMF2
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(a)

(b)

(13)
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Footwear Ltd., a manufacturing company has recently appointed you 25

its Internal Auditor to review its financial and operational controls. You

‘have to conduct the internal audit in compliance with the standards of

Internal Audit, within the framework governing Internal Audits. During
the audit, you have identified misappropriation of inventories and
suspected fraudulent activities by a procurement manager. You thought it
would be more appropriate to bring the same immediately to the attention
of the management. As per the principles outlined in Standard on Internal
Audit, you need to prepare an internal audit report covering the audit
findings. Explain the stages of internal audit reporting results as per
relevant Standard on Internal Audit and state the key elements to be
included while issuing a clear, well documented Internal Audit Report by
you as an internal auditor. ’
GAS limited, is in the business of renewable energy, \inclnding fuel cell,
electrolyzer, battery energy storage system wishes to contribute to clean
energy ecosystem and National Green Hydrogen mission. GAS limited is
among top 1000 listed entities and have to mandatorily provide BRSR
reporting (Business Responsibility and Sustainability Reporting) on ESG
parameters in accordance with the principles of “National Guidelines on
Responsible Business Conduct” as mandated by SEBIL. One of the
principles states that “This can work only with close participation and
collaboration amongst the entities, authorities, the civil associations
contributing to one another for a better llvehhood and assxstance to the

margmallzed commumtles ” Elucidate the essence of core elements
1A e

assoc1ated with the aforesaid principle.

AMF2 “ | P.T.O. |
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M/s GSTR & Associates, Chartered Accountants, is an audit firm
consisting of three partners. The partnership firm was formed in the year
2019. M/s GSTR & Associates, specialised in internal audits and tax
consultancy services, admitted CA Y as partner in the year 2024£. CAY
had vast experience in audit of listed companies as he was the senior
audit manager of a leading audit firm before he joins M/s GSTR &
Associates. Ruby Limited, a listed entity, appointed M/s GSTR &
Associates, Chartered Accountants as statutory auditors for the year
ended 31% March 2025. CA'Y, the engagement partner signed the balance
sheet of Ruby Limited for the year ended 31% March 2025/011 21 May
2025. M/s GSTR & Associates, Chartered Accountants never subjected

themselves to the Peer Review process of the Institute. Comment with
Cﬁ_\__——, A
reference to the Chartered Accountants Act, 1949, ‘

Key Ventures Limited is availing the services of Ch;pmetric Limited for
processing of its accounting data including payroll operations. Payroll
costs account for 75% of the total costs of Key Ventures Limited. CA Tej,
the auditor of Key Ventures Limited wants to obtain an understanding of
the nature and significance of the services provided by Chipmetric

Limited and their effect on the user entity’s internal control to identify

and assess the risks of material misstatement. In this regard, he wants to
use Type 1 or Type 2 report.

W

What shall be the considerations of CA Tej in determining the sufficiency
and appropriateness of the audit evidence ? Suggest the procedures if he
plans to use a Type 1 or Type 2 report as audit evidence to support the
understanding about the design and implementation of controls at
Chipmetric Limited as per relevant Standard on Auditing,

AMF2
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(b) During the statutory audit of ELITE Bank Ltd., a leading private sector

bank, for the financial year 2024-25, the following issue emerged to
statutory central auditors. ELITE Bank Ltd. acquired a commercial
property in satisfaction of a loan default by a borrower in Financial Year
2016-2017. The property was recorded at net book value of the loan. The
bank plans to sell this property in the next fiscal year to recover its dues.
A legal dispute has emerged over the ownership of the property, with a
third party claiming partial rights. The matter is pending in court. The
management has not disclosed this dispute in the financial statements but

contends that a favourable court ruling is expected. The auditor’s review

reveals that the property’s fair market value is significantly lower.
Based on the above facts, you are required to :

(i) Identify specific audit procedure the auditor should undertake to

ensure compliance of the Banking Regulation Act, 1949.

(i) Under which head ELITE Bank Ltd. should record the above

mentioned property ?

(iii) Suggest also other audit procedures that an auditor should focus

upon.

AMEF2 P.T.O.
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