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estion 4

gshobi‘r is conducting an audit of XYZ Ltd. for the year 2024-25. The company is engaged in the
export of handicraft items in Europe. The audit is nearing completion in the month of July 2025,
However, it becomes known to CA Shobit that one of overseas buyers has made a legal claim against the
company on 15" June 2025 for injury caused to a customer of one European buyer due to sub-standard
dyes used in rugs of one lot of order shipped in August 2024. The management of the company has
decided to agree to an out of court settlement of T 4 crore to protect its reputation. The financial
statements of the company are silent on this issue. Discuss, how, CA Shobit should proceed to deal with
above issue. [SM + MTP Nov24] = "" -
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Amudhan & Co., are the Auditors of XYZ Company Ltd., for the year ended on 31/03/2025. The Audit

Report for that year was signed by the Auditors on 04/05/2025. The Annual General Meeting was
decided to be held during the month of August 2025. On 06/05/2025, the Company had received a
communication from the Central Government that an amount of 2 5800 crore kept pending on account of
incentives pertaining to Financial Year 2024-25 had been approved and the amount would be paid to the
Company before the end of May 2025,

Learn with Fun

To a query to Chief Financial officer of the Company by the Board, it was informed that this amount had
not been recognised in the Audited Financial Statements in view of the same not being released before
the close of the Financial Year and due to uncertainty of receipt.

Now, having received the amount, the Board of Directors wished to include this amount in the Financial
Statements of the Company for the Financial Year ended on 31/03/2025. On 08/05/2025, the Board

amended the accounts, approved the same and requested the Auditor to consider this event and issue a W

fresh Audit Report on the Financial Statements for the year ended on 31/03/2025. ‘ﬁ LW .
Analyse the issues involved and give your views as to whether or not the Auditors could accede to the /é 4_9 U?U}"
request of the Board of Directors. (SM + Nov'18) ') tex‘m
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Quﬁfion 6 %
The audit report of Rare (P) Ltd for F.Y. 2024-25 wy SRM & Co. on 237 July, 2025. However,

a case was filed against Rare (P) Ltd on 9th August, 20i1h the Civil Court, with respect to an incident
caused in its factory on 24th January, 2025, the future outcome of which may result into paying heavy
penalty by Rare (P) Ltd, which was informed to Mr. Rishabh Pandey, the partner of SRM & Co.
o o

Mr. Rishabh discussed the said matter with the management, and- it was determined to amend the
financial sfc‘lﬁenfs for F.Y. 2024-25. Further, Mr. Rishabh [nquired how the management intended to
address the said matter in the financial statements to which he ;/:;Told that the said matter was going
to be disclosed as a "Contingent Liability for a Court case” to the foot note in the balance sheet with no
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additional disclosures.

The management told Mr. Rishabh that such disclosure was enough as he would be further going to
provide description of the said court case and its outcome in the '‘Emphasis of Matter' paragraph in his
amended audit report. In the context of aforesaid case-scenario, please answer to the following
questjons: -

©  Whether Mr. Rishabh on behalf of SRM & Co., has properly adhered to his responsibilities in
— —_—

accordance with SA 560, on becoming aware of the court case filed against Rare (P) Ltd? = \LC:A -A{kdj S

ii./ Whether the conténfion of management of Rare (P) Ltd isfvalid yith respect to the disclosure of
court case in the financial statements? (MTP May'24 + SM)
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