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Chapter 5: Fraud and the Auditor’s 
Responsibilities 

Correct-Incorrect Questions 
i. Unusual delays by the entity in providing requested information shows problematic or 

unusual relationships between the auditor and management. 

Correct: It is a strong example of circumstances that indicate the possibility of fraud. 

This happens only because of the Management’s intolerance towards the auditor’s 

Professional scepticism. 

ii. In comparing management fraud with employee fraud, the auditor’s risk of failing to 

discover the fraud is less for management fraud. 

Incorrect: In comparing management fraud with employee fraud, the auditor’s risk of 

failing to discover the fraud is greater for management fraud because of management’s 

ability to override existing internal controls 

iii. Excessive interest by management in maintaining or increasing the entity’s inventory price 

or earnings trend is an example of Fraud Risk Factor related to Opportunities. 

Incorrect: Excessive interest by management in maintaining or increasing the entity’s 

inventory price or earnings trend is an example of Fraud Risk Factor related to 

Rationalization. 

iv. Misstatements in the financial statements can arise from fraud only. 

Incorrect: Misstatements in the financial statements can arise from either fraud or error. 

The distinguishing factor between fraud and error is whether the underlying action that 

results in the misstatement of the financial statements is intentional or unintentional. 

v. Misappropriation of Assets involves the theft of an entity’s assets and is often perpetrated 

by employees in relatively large and material amounts. 

Incorrect: Misappropriation of Assets involves the theft of an entity’s assets and is often 

perpetrated by employees in relatively small and immaterial amounts. 

vi. An auditor conducting an audit in accordance with SAs is responsible for obtaining absolute 

assurance that the financial statements taken as a whole are free from material 

misstatement, whether caused by fraud or error. 
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Incorrect: An auditor conducting an audit in accordance with SAs is responsible for 

obtaining reasonable assurance that the financial statements taken as a whole are free 

from material misstatement, whether caused by fraud or error. As described in SA 200, 

“Overall Objectives of the Independent Auditor and the Conduct of an Audit in Accordance 

with Standards on Auditing,” owing to the inherent limitations of an audit, there is an 

unavoidable risk that some material misstatements of the financial statements will not be 

detected, even though the audit is properly planned and performed in accordance with the 

SAs. 

Theoretical Questions 
i. Explain the scope of a Company Auditor’s enquiry on Fraud matters as enshrined in the 

Companies (Auditor’s Report) Order, 2020. 

Hint: Clause (xi) of Para 3 of CARO, 2020 – Frauds noticed or reported and whistle 

blower complaints 

ii. During the Statutory Audit of a Public Limited Company, XYZ Ltd. its auditor, Mr. Bajaj, 

the engagement partner of Bajaj Chopra & Associates, encounters some exceptional 

circumstances that bring into question his ability to continue performing the audit while 

suspecting a fraud arising from material misstatements. Explain the steps to be taken in 

such a case. 

Hint: SA 240 – Steps when circumstances arise which bring into question the auditor’s 

ability to continue the engagement 

iii. Inadequate internal control over assets may increase the susceptibility of misappropriation 

of those assets. Enlist some examples of such circumstances. 

Hint: Examples of Inadequate controls which increase the risk of misappropriation of 

assets 

iv. In an audit of financial statements of PQR Ltd., CA Vikas Khemka finds that the Cash 

receipts have been suppressed. Give examples of such techniques which may have led him 

suspect this. 

Hint: Examples of techniques of receipt suppression – Teeming and Lading, Adjusting 

fictitious rebates etc., Not accounting for receipts, Incomplete recording of receipts, 

writing down assets and misappropriating receipts from their sale, writing off debts 

for which cash has been received 

v. Enlist the instances which induce Management/Employees to commit fraud? 
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Hint: Financial obligation, Opportunity, Unrealistic goals of management, dissatisfied 

employees, name game. 

vi. Fraudulent financial reporting often involves management override of controls that 

otherwise may appear to be operating effectively. Explain some techniques by which fraud 

can be committed by management overriding controls. 

Hint: SA 240 – Techniques of management override of controls 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 


