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1 "f’ou are (hc
matters are undu xyom c,onmdemmo

a.‘g You! fum ha:. been app:oached for appointment as external auditors of Muharram Limited (ML), a
Y |15l6d comp(my Yom fnm ]1215 been providing valuation services to ML.

B Sziffir L 'i'itvé'(’{ (‘SE)’5ha‘Siréqt1‘ésted your firm to provide a consent letter for acting as its auditors.
The wife of a partner in your firm is the Director Marketing in SL.

it e 3 LA ' . : A o
One of your-assurance clients has requested your firm to provide consultancy services i relation 1o

s
e pmpmud transaction- with a.company based in Singapore. As your firm does not have the
: expertise 1o unde rtake thdl clS‘ai}_,ﬂm(.ﬂl it is considering to refer the assignment to Shawwal &
Company, (,h'l tered Aucountams It is expected that your firm would receive a commission of
l")% of the asslgjnmuﬂ fee hom Shawwal & Company.
Raqmre(l

Discuss the categories of threats ll"lVOIVLd in each of the above situations and advise the partners as regards
the possible course of action that may be followed. (09 marks)

| 1 o A |
| . I

Q.2 The draft accounts oi Rajab Phax maceutical [imited (RPL) for the year ended September 30. 2011 show
a profit before taxation of Rs. 113 mlillou and total assets of Rs. 450 million. Being the audit manager you
are currently reviewing the following matters:

(i) The basis of preparation of financial statements states that these have been prepared in accordance with
the International FFinancial Repmtmf__j Standards. However, the d(.,LOLIHIInE policy note for borrowing costs
states that all bouowmgj Costs-are expensed as incurred. Resu Its of audit tests show that borrowing costs
expensed duam“ T.hL year: ‘meludi] R% 15 M 1H|0n which relate to qualifying assets.

(1) On October 17, QOI I the Incomc, Tax'Department issued amended assessment orders for the tax years

2007 1o 2010 in'which an‘aggregate tax of Rs. 40 million has been demanded. RPL has filed appeals against
the orders before the Income Tax Appellate Tribunal. RPL's tax consultant has advised that it s not possible
at this'stage to give a reasonably accurate estimate of the amount of tax that the company may ultimately be

required to pay but'it would rarge b:,rwu,n Rs. 10-35 million. There is no reference of this matter in the drali
[inancial statements. '

(1i1) The directors’ report contains 4 statement that “current year’s increase in pm'["lt before taxation by over
10% is primarily-dueto lh(, improved operating performance of lht, company”. However. the income
statement shaws that RPL’s s'profit before taxation includes a gain on sale of a factory amounting to Rs. 30
million. In the d[)';t,ﬂ@@-()f-thlS gain, the company would have reported a reduction in operating prolit by 19%.

; i :
Regiired: = 2 100 2
In respectiof each of the above matters:
(4) State with réasons what action i)?'ou would take: and
(b):Discuss the inplications on the !audii Feport, ifany. (09 marks)
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Q;Y()u’ha\ > wor l<cd' ds'd"j'o'b in charge on the audit of financial statements of a multinational listed
company, engaged in‘phar maucutmal business. During the course of your audit, you became aware of various
facts and details about the compan_\, It was a long engagement for which you had to move out ol the city of
your residence. Consequently, a number of people around you. including family. friends and collcagues.

arc aware of the fact that you were job in charge on the said audit. Some oflhcm are interested in having
certain information as discussed below:

(a) One of your close relative has got an offer for appointment as director marketing of the said chent. He
wants to be aware of the levels of remuneration at comparable positions in order to negotiate his
remuneration propcrly.

(b) A mandbu in your: firm (olm than the engagement manager for the said client) has inquired about the
mternal controls in phu: in respect ofa specific process. Assuming that the same would be effective. he
mlt,nch to :9@0_!}1|1_1@ﬂ(!;th(; same as best practice to a local pharmaceutical client.

(¢) Your sister'has asked you about the ingredients of a s‘pecialimc'i nutritional product tor children, being
marketed by the company, which she is using for her child. You are aware of all the details about the said
product; as you got the opportunity to perform tests on the costing of that product.

(d) One:of your friends is working in the Ministry of Health, Government of Pakistan. He has asked you as 1o
whether the company has complied with certain statutory requirements. You are aware of the fact that the
company is not complying with the same and you have already included the matter in the management lette
With reference to specific provisions of law, he has convinced you that it is his duty to enquire about the
same. and you are responsible to disclose the relevant information to the Ministry. He has also mformed you
Ihal mcase of no tcspon%e you: mdy be served with a legal notice.

(e) Youi younger brother intends to commence distribution business. He has asked you about the rate of
commission and bung ailowcd hy the said client to its distributors, as he wants to work out the feasibility of
busmu%s e ol '

(1) Your father invests his surplus funds in the capital market. Being aware of the fact that companies like
that always have a five to ten year’s plan in place, he has asked you about the trend of earnings per share of
the said c'(‘;m'pmi?yi‘f@_’iﬂ.l'\@ ldst five years, and the expected growth in the net profits for the next five years.
Required: i I ‘-
Discuss-each situation to conclude as to whether or not you can provide the requisite information and the
extent to which thie same cai be disclosed without compromising the professional ethics. Support your
conclusions, with'appropriate arguments. (09 marks)

Q.4 Your firm has been appointed as the auditors of Shaban Limited. a well established consumer goods
manufacturing company. During the audit you were provided with various oral representations during
meetings and discussions. While finalizing the audit you requested the management to provide such
représentations in writing. Thé manageiment has however informed you that they are not accustomed (¢
providifig any representations to'the external auditor in writing.
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The nmlmﬂunun is of th view tI at it has provided full access to whatever records, documents and evidences
were available with it without any exception and that now itis the auditor’s responsibility to correlate the
mmu.wuh the oral mp:usumltlo_n:,.

The nmnduum,nl has further n[ormui that the only signed documents which it will be providing to you
would be the signed copy of the financial statements and the cullfled true copy of the resolution of the BOD
approving the financial statements and other s significant matters, in line with the requirements ol the
corporate law.

Reqmred

You are u,quncd to explain’ ‘the; foliow ng: .

(2) Is there any u,lcvcmce of oral representations for the External Auditors?

(b) Wiml arc the situations in which written representation from the management is mandatory”
c) Wh(n meL offmlon would you llku to take in the above circumstances? (08 muarks)

[Qj You Imw recently }c)m()d a medium size chartered accountants firm as their audit manager. While
reviewing the firm*s audit nuthodology you have observed that the firm follows a standard set ol audit work
programs. Thesé work programs have been used by the firm for the last many years s and rely extensively on
traditional judgment sampling. You are of the opinion that by following the statistical sampling technques.
you would be able to carry out a more effective and efficient audit.

Required:

Briefly narrate the advai 1tdgjes (2 eaclt) and disadvantages (2 each) of judgmental and statistical sampling.
(08 marks)

Q.6 Tle financial statemeiits of Modern Equipment (Pvt) Limited reveal that the company has |'JEliL| a
ddlmtidn of Rs.I'S million to & charitable ozmmzat:on where one of the directors of the company is a trustee.
The company has earned a gross profit-of Rs. 40 million. The selling and administration expenses mcluding
the donation amount to 'Rs. 60 million and as a result the company has incurred a net loss of Rs. 20 million

Rer;uf.r ed:

(a) Discuss’ the Slé_l]!fltdllu. of'the dbove domlmn to the auditor and design appropriate audit procedures to
address the issuc. (04 iitarks)

(b) Discuss the pmslblu impact uflhc abdve issue on the auditor’s report. (02 murks)

(.7 You are the audit senior with responsibility for directing, supervising and reviewing the work of the
junior members of the engagement team during the external audit of Hilal Ltd.
Required:

Ixplain how you would discharge these responsibilities before and during the audit assienment. (10 muarks)
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Q.8 (a) I_)_esc::‘ibc- the at,ld_i-torfS:_l‘esp(jiisi'b:iIiit‘_y.f'or subsequent events occurring between:

I} The year uul date and thc LIcl[L th m:dJlm s report s signed: and
(i) The ddlL he auditor’s IC])OI[ is'signed and the date the financial statements are issued. (4 marks)

(b) Shams Co operates a chain of 'l"ood whuiesaiers across the country and its year end was 30 September
2011. The final audit is nearly complete and it is proposed that the financial statements and audit report will
be signed on 13 December, 201 1. Revenue for the year is Rs.78 miliion and profit before taxation is Rs.7-3
million. The following events have-occurred subsequent to the year end.

Receivable
A customer of Shams Co has been experiencing cash flow problems and its year-end balance is Rs. 0-3
million. The company has just become aware that its customer is experiencing significant going concern
difficulties. Shams believe that as the company has been trading for many years, they will receive some. if
not full, payment from the customer; hence they have not adjusted the receivable balance.

: T
Lawsuit
A Key supplier of Sh awsuit was filed prior to the year end.
and the sum claimed by them is Rs.l million. This has been disclosed as a contingent liability m the notes to
the finangial statements; however correspondence has just arrived from the supplier indicating that they are
willing (o settle the case for & payment by Shams Co of Rs.0-6 million. It is likely that the company will
agree (o this.

Warchouse

Shams Co has three warehouses: following extensive rain on 20 November, 201 I'significant rain and river
water flooded one of the warehouses. All of the inventory was damaged and has been disposed of. The
insurance company has already been contacted. No amendments or disclosures have been made i the
[inancial statements.

Required:
For each of the three events above:

(1) discuss whether the financial statements require amendment:
(i1) describe audit procedures that should be performed in order to form a conclusion on the amendment: and
(ii1) explain the'impact on the audit report should the issue remain unresolved. (15 marks)

Q.9 You'work as an assistant manager in one of the leading firm of chartered accountants. Your partner has
asked you 'to preparc'a presentation for some of the newly recruited staff on [SA 600 Audit of Group
Financial-Statements. Prepare the required presentation highlighting the following items:

° Understanding the Group and Its Components

. Significant Components and Work Effort on Components
° Component Auditors

e Communication with component auditors (/8 marks)
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Q.10 (d)lnlundtlonnl Standard on Audlt ng: 300 Planning an Audit of Financial Statements. states that  and
auditor must'plan the dlldt[ [*xplam why 1t is |mpoumnt to plan the audit. (4 marks)

(b) Pluto L nmmd is.a small éngineer mg Ol "np'my with 14 employees and has recently appomted vour firm as
its auditors. You atténded the company’s yearend stock count on 31 December 2011 and usguhunul that
the company had a material amount of work-in-progress. Now, you are preparing to carry out the det iled
audit work on the company’s financial statements to 31 December 2011,

Two junior members of the audit team-have asked you to explain the process for obtainig audit evidence
They are aware of 1SA 500 Audit Evidence, and want to know the factors that will influence your [irm s
judgment in deciding what will be su fficient appropriate evidence when auditing the financial statements of
Pluto Limited. They are also unsure about the specific procedures your firm will use to obtain audit
evidence.

Required

i. . State four factors that gjeneldlly in Huc—:nce an auditor’s judgment in assessing the reliability of audit evidence.
" (4 marks) i ;

ii.  Describe cach of the procedures listed below, used to obtain audit evidence, and for cach procedure give
CTWO examples of when ‘it may be used during the audit of the financial statements ol Pluto Limited.
(6 marks) ' L

(a) Observation;
(b) Inquiry;
(¢) Confirmation.

(THE END)
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1. You are the quality control partner in Ramzan and Company, Chartered Accountants. The following matters are  (09)
under your consideration:

a. Your firm has been approached for appointment as external auditors of Muharram Limited (ML), a listed
company. Your firm has been providing valuation services to ML.

b. Safar Limited (SL) has requested your firm to provide a consent letter for acting as its auditors. The wife of a
partner in your firm is the Director Marketing in SL.

¢.  One of your assurance clients has requested your firm to provide consultancy services in relation to a proposed
transaction with a company based in Singapore. As your firm does not have the expertise to undertake that
assignment, it is considering to refer the assignment to Shawwal & Company, Chartered Accountants. It is
expected that your firm would receive a commission of 15% of the assignment fee from Shawwal & Company.

Required:
Discuss the categories of threats involved in each of the above situations and advise the partners as regards the
possible course of action that may be followed.

2. The draft accounts of Rajab Pharmaceutical Limited (RPL) for the year ended September 30, 2011 show a profit  (09)
before taxation of Rs. 115 million and total assets of Rs. 450 million. Being the audit manager you are currently
reviewing the following matters:

(1) The basis of preparation of financial statements states that these have been prepared in accordance with the
International Financial Reporting Standards. However, the accounting policy note for borrowing costs states
that all borrowing costs are expensed as incurred. Results of audit tests show that borrowing costs expensed
during the year include Rs. 15 million which relate to qualifying assets.

(i1)) On October 17, 2011 the Income Tax Department issued amended assessment orders for the tax years 2007 to
2010 in which an aggregate tax of Rs.40 million has been demanded. RPL has filed appeals against the orders
before the Income Tax Appellate Tribunal. RPL’s tax consultant has advised that it is not possible at this stage
to give a reasonably accurate estimate of the amount of tax that the company may ultimately be required to pay
but it would range between Rs.10.35 million. There is no reference of this matter in the draft financial
statements.

(iii) The directors’ report contains a statement that “current year’s increase in profit before taxation by over 10% is
primarily due to the improved operating performance of the company”. However, the income statement shows
that RPL’s profit before taxation includes a gain on sale of a factory amounting to Rs. 30 million. In the
absence of this gain, the company would have reported a reduction in operating profit by 19%.

Required:
In respect of each of the above matters:

(a) State with reasons what action you would take; and
(b) Discuss the implications on the audit report, if any.

3. You have worked as a job in charge on the audit of financial statements of a multinational listed company, engaged (09)
in pharmaceutical business. During the course of your audit, you became aware of various facts and details about the
company. It was a long engagement for which you had to move out of the city of your residence. Consequently, a
number of people around you, including family, friends and colleagues, are aware of the fact that you were job in
charge on the said audit. Some of them are interested in having certain information as discussed below:

(a) One of your close relative has got an offer for appointment as director marketing of the said client. He wants to
be aware of the levels of remuneration at comparable positions in order to negotiate his remuneration properly.

(b) A manager in your firm (other than the engagement manager for the said client) has inquired about the internal
controls in place, in respect of a specific process. Assuming that the same would be effective, he intends to
recommend the same as best practice to a local pharmaceutical client.

(¢) Your sister has asked you about the ingredients of a specialized nutritional product for children, being marketed
by the company, which she is using for her child. You are aware of all the details about the said product, as you
got the opportunity to perform tests on the costing of that product.
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(d) One of your friends is working in the Ministry of Health, Government of Pakistan. He has asked you as to
whether the company has complied with certain statutory requirements. You are aware of the fact that the
company is not complying with the same and you have already included the matter in the management letter.
With reference to specific provisions of law, he has convinced you that it is his duty to enquire about the same,
and you are responsible to disclose the relevant information to the Ministry. He has also informed you that in
case of no response, you may be served with a legal notice.

(¢) Your younger brother intends to commence distribution business. He has asked you about the rate of
commission and being allowed by the said client to its distributors, as he wants to work out the feasibility of
business.

( Your father invests his surplus funds in the capital market. Being aware of the fact that companies like that
always have a five to ten year’s plan in place, he has asked you about the trend of earnings per share of the said
company for the last five years, and the expected growth in the net profits for the next five years.

Required:

Discuss each situation to conclude as to whether or not you can provide the requisite information and the extent to
which the same can be disclosed without compromising the professional ethics. Support your conclusions, with
appropriate arguments.

4. Your firm has been appointed as the auditors of Shaban Limited, a well established consumer goods manufacturing  (08)
company. During the audit you were provided with various oral representations during meetings and discussions.
While finalizing the audit you requested the management to provide such representations in writing. The
management has however informed you that they are not accustomed to providing any representations to the external
auditor in writing.

The management is of the view that it has provided full access to whatever records, documents and evidences were
available with it without any exception and that now it is the auditor’s responsibility to correlate the same with the
oral representations.

The management has further informed that the only signed documents which it will be providing to you would be the
signed copy of the financial statements and the certified true copy of the resolution of the BOD approving the
financial statements and other significant matters, in line with the requirements of the corporate law.

Required:
You are required to explain the following:

(a) Is there any relevance of oral representations for the External Auditors?
(b) What are the situations in which written representation from the management is mandatory?
(©) What course of action would you like to take in the above circumstances?

5. You have recently joined a medium size chartered accountants firm as their audit manager. While reviewing the (08)
firm’s audit methodology you have observed that the firm follows a standard set of audit work programs. These work
programs have been used by the firm for the last many years and rely extensively on traditional judgment sampling.

You are of the opinion that by following the statistical sampling techniques, you would be able to carry out a more
effective and efficient audit.

Required:
Briefly narrate the advantages (2 each) and disadvantages (2 each) of judgmental and statistical sampling.

6. The financial statements of Modern Equipment (Pvt) Limited reveal that the company has paid a donation of Rs. 15
million to a charitable organization where one of the directors of the company is a trustee. The company has earned a
gross profit of Rs. 40 million. The selling and administration expenses including the donation amount to Rs. 60
million and as a result the company has incurred a net loss of Rs. 20 million.

Required:

(a) Discuss the significance of the above donation, to the auditor and design appropriate audit procedures to  (04)
address the issue.
(b)  Discuss the possible impact of the above issue on the auditor’s report. 02)

7. You are the audit senior with responsibility for directing, supervising and reviewing the work of the junior members (10)
of the engagement team during the external audit of Hilal Ltd.

Required:

Explain how you would discharge these responsibilities before and during the audit assignment.

From the desk of Sir Javaid Zuberi, Sir Tausif Ilyas & Sir Fahad Hashmi Page 2 of 3
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8.

10.

ABC & Co. is the auditor of Galaxy Limited which operates in Pakistan and which has five subsidiaries namely Sun,
Star, Moon, Planet & Earth. In accordance with ISA 600 “Audit of Group Financial Statements” ABC has accepted
the engagement as the Group Auditor of Galaxy Limited. Following is the information regarding the components and
their respective auditors:

.

Component Component Relation of Significance of Professional Jurisdiction of
Anditor Component Aunditor Component oversight over Component
with ABC component
Sun ABC Same Auditor Due to Size Yes Pakistan
Star AB Same network Due to Size No Afghanistan
Moon XYZ Wo relation Due to Size Yes Pakistan
Planet PQR Mo relation Due to Nature Yes Pakistan
Earth AB Same network Insignificant Yes Nepal
Required:
(a) Which of the above auditors can act as component auditors for the audit of Group Financial Statements of (05)
Galaxy Limited?
(b) Specify the work effort of the auditor in case of each of the component mentioned above. (05)
(c¢) Compare and comment on the nature, timing and extent of understanding of component auditors highlighted in (a). (04)
(a)  Describe the auditor’s responsibility for subsequent events occurring between:
(1) The year-end date and the date the auditor’s report is signed; and
(i1) The date the auditor’s report is signed and the date the financial statements are issued. (04)
(b) Shams Co operates a chain of food wholesalers across the country and its year end was 30 September 2011.
The final audit is nearly complete and it is proposed that the financial statements and audit report will be
signed on 13 December, 2011. Revenue for the year is Rs.78 million and profit before taxation is Rs.7-5
million. The following events have occurred subsequent to the year end.
Receivable
A customer of Shams Co has been experiencing cash flow problems and its year-end balance is Rs. 0-3 million. The
company has just become aware that its customer is experiencing significant going concern difficulties. Shams
believe that as the company has been trading for many years, they will receive some, if not full, payment from the
customer; hence they have not adjusted the receivable balance.
Lawsuit
A key supplier of Shams Co is suing them for breach of contract. The lawsuit was filed prior to the year end, and the
sum claimed by them is Rs.1 million. This has been disclosed as a contingent liability in the notes to the financial
statements; however correspondence has just arrived from the supplier indicating that they are willing to settle the
case for a payment by Shams Co of Rs.0-6 million. It is likely that the company will agree to this.
Warehouse
Shams Co has three warehouses; following extensive rain on 20 November, 201 Isignificant rain and river water
flooded one of the warehouses. All of the inventory was damaged and has been disposed of. The insurance company
has already been contacted. No amendments or disclosures have been made in the financial statements.
Required:
For each of the three events above:
6))] discuss whether the financial statements require amendment;
(i1) describe audit procedures that should be performed in order to form a conclusion on the amendment; and (15)
(iii) explain the impact on the audit report should the issue remain unresolved.
Your firm is newly appointed external auditor to a large company that sells maintains and leases office equipment
and furniture to its customers. You have been asked to co-operate with internal audit to keep audit costs down. The
company wants you to rely on some of the work already performed by internal audit department.
Required:
a. Describe the circumstances in which it would not be possible to rely on the work of Internal Auditors. 05)
b.  Explain why it will be necessary for your firm to perform its own work in certain audit areas in addition to  (03)

relying on the work performed by internal audit.
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