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CHAPTER 1- QUALITY CONTROL

Theoretical Questions

1 __PQR & Associates are statutory auditors of a listed company. There arosean
_issue durmg the course of audit relating to related party transactions. The

__engagement partner wants to consult engagement qualxty control reviewer on

thIS matter during the course of audit process itself. Can he consult with

engogement quality control reviewer? Discuss.

Ans. | Itis necessary to maintain objectivity of reviewer. Therefore, participation in

__engagement or making decisions for engagement team is to be avoided at all costs.
However, engagement partner may consult engagement quality control reviewer
_ during the engagement so as not to compromise his objectivity and eligibility to
perform the role.

2 Beta Private Limited has approached a firm of Chartered accountants to assist

them in preparation of financial statements and issue a compilation report in

this regard. Does CA firm have responsibility in relation to quality control for

above said engagement? Discuss with reasons.

Ans. | Such kind of services fall in category of “related services”. SQC 1is applicable to

all type of engagements including engagement pertaining to “related services”.

3. Ramanujan, a CA final student, feels that engagement file in audit engagement

should be ready prior to issue of audit report. Discuss whether Ramanujan’s

view is in order.

Ans. | The firm should establish policies and pfocedures for engagement teams to

complete the assembly of final engagement files on a timely basis after the

engagement reports have been

finalized. Engagement files should be completed in not more than 60 days after date

of auditor’s report in case of audit engagements. Thus, view of Ramanujam is not in

order.

4. BNE & Co. are in midst of audit process of a listed company. During the course

~of audit, an issue arose relating to revenues from contracts with customers in

terms | of Ind AS 115. The engagement partner took a certain stand. However,

engogement quality control reviewer recommended otherW|se after review. The
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engagement partnel is not willing to accept recommendations of reviewer.

How can the stalemate be ended? e

Ans.

Ihzdse rec,orhménddtrons of onqczgomont quullty control reviewer are not

dccepted by engagement partner and matter is not resolved to reviewer’s
satisfaction, the matter should be resolved by following established procedures of
firm like by consulting with another practitioner or firm, or a professional or

reguldtory body The audit report should be issued only after resolution of matter,

N ——

o T —

T —

MB & Associates is a partners ship firm of Chartered Accountants which was

estoblr:hed seven yedrs back. The firm is gottmg new clients and has al 50, been

offered new engdgement services with existing clients. The frrm is c,orrfferr wJ about

obtdlmng such information as it considers necessary in the Clrcumstdr. es before

accepting an engdgement with a new client and acceptance of a new c-nddde ment

with an existing client. The firm is looking to work with only select clients to adhere to

the Quality Control Standards. Guide MB & Associates about the matters to be
considered with regard to the integrity of a client, as per the requirements of SCC1.

Ans. As per SQC ], the firm should obtain such information as it considers  necessary

in the circumstances before accepting an engagement with a new client, when

deciding whether to continue an existing engagement, and when considering
acceptance of a new engagement with an existing client. Where issues have been

identified, and the firm decides to accept or continue the client relationship or a

specific engagement, it should document how the issues were resolved.

With regard to the integrity of a client, matters that the firm considers include, for

example:

The identity and business reputation of the client’s principal owners, key

management, related parties and those charged with its governance.

| The nature of the client’s operations, including its business practices.

Information concernlng the attitude of the cllent's prlncnpdl owners, key

mdnogement and those chdrged with its governdnce towards such matters as

—_—m—-

cggressrve mterpretation of dccountlng standards dnd the mterhdl control

environment.

Whether the cllent is aggressively concerned with mdlntdlnlng the frrm S fees as

low as possnble

Indications of an inappropriate limitation in the scope of work.

cnmmdl activities, - = -

The reasons for the proposed appolntment of the firm dnd non- redppomtment B

of the previous firm.

-
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The extent of knowledge a firm will have regarding the integrity of a client will -

generally grow within the context of an ongoing relctlonshlp with that client.

6. Discuss the Auditor’s responsibility to provide access to his audit working papers to
Regulators and third parties.

e Ans. The auditor should not provude access to worklng papers to any third porty

without specific outhorltAy'or unless there is a le legal or professnonal duty to

disclose. Clause (1) of Part | of Second Schedule to the Chartered Accountants
Act, 1949 states that a Chartered Accountant in practice shall be deemed to be

guilty of professional misconduct if he discloses lnformotlon acqwred in the

course of his professional engagement to any person other thon his client, -
Wwithout the consent of his client or otherwise than as required by law for the time
being in force. SA 200 on “Overall Objectives of the Independent Auditor and the

conduct of an audit in accordance with Standards on Auditing” also reiterates that,

“the auditor should respect the confidentiality of the information obtained and
should not disclose any such information to any third party without specific
authority or unless there is a legal or professional duty to disclose”.

. If there is a request to provide access by the regulator based on the legal
requirement, the same has to be complied with after informing the client
about the same.

. Further, Standard on Quality Control (SQC) 1, “Quality Control for Firms that Perform
Audits and Reviews of Historical Financial Information, and Other Assurance and
Related Services Engagements”, provides that, unless otherwise specified by law or
regulation, audit documentation is the property of the auditor. He may at his
discretion, make portions of, or extracts from, audit documentation available to
clients, provided such disclosure does not undermine the validity of the work
performed, or, in the case of assurance engagements, the independence of the

auditor or of his personnel.
o As per SA 230, Audit documentation serves a number of additional purposes,
including the enabling the conduct of external inspections in accordance with

applicable legal, regulatory or other requirements.
o Therefore, it is auditor’s responsibility to provide access to his audit working

papers to Regulators whereas it's at auditor’s discretion, to make portions of, or

extract from his working paper to third parties.

7. M/s NK & Co., Chartered Accountants were appointed as Statutory Auditors of Fresh
Juice Limited for the F.Y 2019-2020. The previous year's audit was conducted by ‘M/s
LP & Associates. After the audit was completed and report submitted, it was found
that closing balances of last financial year i.e, 2018-19 were incorrectly brought |

forward. It was found that M/s NK & Co did not cnpply any audit procedures to ensure

CA Abhishek Bansal
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| thotca ght forward to the current periog
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that correct openlng ‘balances have been brou

Accordingly, a complaint was filed against NK & CO. in relation to this matter.

You are requned to inform what polucms are requurcd to be lmplemented by NK & Co,

for deolmg with such complcnnls cmd ollegotlons as rOCIU'rOd by Stondord on Qu?hty i

— ——— —

Control (sQC).

Ans.

In the given question, NK & Co. did not apply audit procedures to ensure that

opening balances had been correctly brought forward. A complaint was filed

—_— —

auditors in this context. As per Standard on ‘Quality Control (sQC) 1"Quality Control

against the for Firms that Perform Audits and Reviews of Historical Financial

—

Information, and Other Assurance and Related Services Engagements”,

The firm should establish policies and procedures designed to provide it

—

with reasonable assurance that it deals appropriately with:

Complaints and allegations that the work performed by the firm fails to comply with

professional standards and regulatory and legal requirements; and

Allegations of non-compliance with the firm’s system of quality control.

Complaints and allegations (which do not include those that are clearly frivolous)

may originate from within or outside the firm. They may be made by firm personnel,

clients or other third parties. They may be received by engagement team members

or other firm personnel.

3)

personnel to raise any concerns in a manner that enables them to come forward

without fear of reprisals.

The firm investigates such complaints and ollegdtions in accordance with

established policies and procedures. The investigation is supervised by a partner

with sufficient and appropriate experience and authority within the firm but who is

not otherwise involved in the engagement, and includes involving legal counsel as

necessary. Small firms and sole practitioners may use the services of a suitably

qualified external person or another firm to carry out the investigation. Complaints,

allegations and the responses to them are documented.

Where the results of the investigations indicate deficiencies in the design or

operation of the firm'’s quality control policies and procedures, or non-compliance

with the firm'’s system of quality control by an individual or individuals, the firm

takes appropriate action,

JACK &Co., a Chortered Accountont flrm was Gppomted as the statutory auditor of
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Falcon Ltd. ofter ensurlng tho comphcmco wulh relevant provisions of the Compomes

Act, 2013. Mr Joy was the engagement partner fot lho aforesaid audit and prior to
commencement of the audit, Mr. Jay hod collod for a meeting of the engagement

team in order to direct them and assign them their responsibilities. At the end of

meetlng Mr. Jay OSS|gned rowow lOopOn‘oiblhll(‘ s to two of the engagement team

members who were the most experienced amongst all, for reviewing the work

performed by the less experienced team members. While reviewing the work

performed by the less experienced members of the engagement team, what shall

be the considerations of the reviewers?

As per SQC 1, “Quality Control for Firms that Perform Audits and Reviews of

Historical Financial Information, and Other Assurance and Related Services

Engagements”, review responsibilities are determined on the basis that more

experienced team members, including the engagement partner, review work

performed by less experienced team members.

In the given situation, Mr. Jay, engagement partner assigned review responsibilities

to two of the engagement team members who were the most experienced team

members.

While reviewing the work performed by less experienced members of the

engagement team, both the more experienced Reviewers should consider whether:

(i)

The work has been performed in accordance with professional standards and

regulatory and legal requirements.

(ii)

Significant matters have been raised for further consideration.

(i)

Appropriate consultations have taken place and the resulting conclusions

have been documented and implemented.

(iv)

There is a need to revise the nature, timing and extent of work performed.

v)

The work performed supports the conclusions reached and is appropriately

documented.

(vi)

The evidence obtained is sufficient and appropriate to support the report; and

(vii)

The objectives of the engagement procedures have been achieved.

HK & Co. Chartered Accountants have been auditors of SAT Ltd (a listed entity) for

the last 8 financial years. CA. H, partner of the firm, has been handling the audit

assignment very well since the appointment. The audit work of CA. H and her team is

reviewed by a senior partner CA. K to assure that audit is performed in accordance

with professional standards and regulatory and legal requirements. CA. K was out of

India for some personal reasons, so this year CA. G has been asked to review the

CA Abhishek Bansal
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audit work. In your opinion, what areas CA. G should consider at the time of review,

r firm is complying with Standard on

List any four areas and also comment whethe
Quality Control or not.

Ans. | As per SQC ], an engagement quality control review for audits of financial

statements of listed entities includes considering the following:

i. The work has been performed in accordance with professional standards

and regulatory and legal requirements;

ii. Significant matters have been raised for further consideration;

iii. Appropriate consultations have taken place and the resulting conclusions have

been documented and implemented;

iv. There is a need to revise the nature, timing and extent of work performed,

V. The work performed supports the conclusions reached and is

appropriately documented,;

Vi. The evidence obtained is sufficient and appropriate to support the report; and
Vii. The objectives of the engagement procedures have been achieved.

The firm should establish policies and procedures:

(i) Setting out criteria for determining the need for safeguards to reduce the

an assurance engagement over a long period of time; and

(ii) For all audits of financial statements of listed entities, requiring the rotation of

the engagement partner after a specified period in compliance with the Code.

The familiarity threat is particularly relevant in the context of financial statement

audits of listed entities. For these audits, the engagement partner should be rotated

after a pre- defined period, normally not more than seven years.
From the facts given in the question and from the above stated paras of SQC 1, it can

be concluded that firm is not complying with SQC 1 as Engagement Partner H is
continuing for more than 7 years.

10. AP & Associates, Chartered Accountants, are Statutory Auditors of XP Limited for the

last four years. XP Limited is engaged in the manufacture and marketing of FMCG

Goods in India. During 2021-22, the Company has diversified and commmenced

providing software solutions in the area of "e-commerce" in India as well as in

certain European countries. AP
& Associates, while carrying out the audit for the current financial year, came to
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know that the company has expanded its operations into a new segment as well as

-

new geography. AP & Associates does not possess necessary expertise and

infrastructure to carry out the audit of this diversified business activities and

accordingly wishes to withdraw from the engagement and client relationship.

Discuss the issues that need to be addressed before deciding to withdraw.

As per SQC 1, “Quality Control for Firms that Perform Audit and Reviews of

Historical Financial Information, and other Assurance and Related Services

Engagements”, the firm should establish policies and procedures for the

acceptance and continuance of client relationships and specific engagements,

designed to provide it with reasonable assurance that it will undertake or continue

relationships and engagements only where it is competent to perform the

engagement and has the capabilities, time and resources to do so.

In the given case, AP & Associates, Chartered Accountants, statutory auditors of XP

Limited for the last four years, came to know that the company has expanded its

operations into a new segment as well as new geography. AP & Associates does

not possess necessary expertise for the same, therefore, AP & Associates wish to

withdraw from the engagement and client relationship. Policies and procedures on

withdrawal from an engagement or from both the engagement and the client

relationship address issues that include the following:

Discussing with the appropriate level of the client's management and those

charged with its governance regarding the appropriate action that the firm might

take based on the relevant facts and circumstances.

If the firm determines that it is appropriate to withdraw, discussing with the

appropriate level of the client’'s management and those charged with its

governance withdrawal from the engagement or from both the engagement and

the client relationship, and the reasons for the withdrawal.

Considering whether there is a professional, regulatory or legal requirement for the

firm to remain in place, or for the firm to report the withdrawal from the

engagement, or from both the engagement and the client relationship, together

with the reasons for the withdrawal, to regulatory authorities.

Documenting significant issues, consultations, conclusions and the basis for the

conclusions.

Aﬁ'&,Associotes should address the above issues before deciding to withdraw.

CA Abhishek Bansal
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1. PQR & Associates, Chartered Accountants, is a partner
s Gtatutory Auditors of ABC

7~
«

ship firm having 3 partners CA

P, CA Qand CAR. PQR & Associates cu‘q‘c_tm_a_qil_w_lgg_g

Limited, a listed entity for the fincm(:inl)ng_f3_(_)_7_]_‘27;,9'_‘.(j CA P is appointed as

Engagement Partner for the audit of ABC Mww’;\t oo

ABC Limited, CA P asked CA R to perform Engagement Quality Control Review and is
view by CA R. Whether the

of the view that his responsibility will be reduced after re
that need to be considered by

for audit of financial

contention of CA P is correct? What are the aspects
CA R while performing Engagement Quality Control Review

statements of ABC Limited? :
Ans. As per SQC 1, “Quality control for Firms that Perform Audit and Reviews of Historical

Financial Information, and other Assurance and Related’ Services Engagements”,
the review does not reduce the responsibilities of the engagement partner. Hence,
contention of CA. P that after engagement quality control review by CA. R, his

responsibility will be reduced, is not correct.

ct while performing Engagement

However, CA. R needs to consider the following aspe
ntity ABC Ltd.:

Quality Control Review for audit of financial statements of a listed e
evaluation of the firm’s independence in relation to the

il The engagement team’s

specific engagement.

significant risks identified during the engagement and the responses to those risks.

Judgments made, particularly with respect to materiality and significant risks.

riate consultation has taken place on matters involving

4. Whether approp

differences of opinion or other difficult or contentious matters, and the conclusions

arising from those consultations.

D The significance and disposition of corrected and uncorrected misstatements
identified during the engagement.

6. The matters to be communicated to management and those charged with
governance and, where applicable, other parties such as regulatory bodies.

7. Whether working papers selected for review reflect the work performed in relation

to the significant judgments and support the conclusions reached.

8. The appropriateness of the report to be issued.
Engagement quality control reviews for engagements other than audits of financial

statements of listed entities may, depending on the circumstances, include some or

all of these considerations.
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CHAPTER 2 - GENERAL AUDITING PRINCIPLES
AND AUDITORS RESPONSIBILITIES

SA 240

While auditing accounts of a public limited company for the year ended 31st March 2015,

an auditor found out an error in the valuation of inventory, which affects the financial

statement materially. Comment as per standards on auditing.

Answer

Errors in Valuation of Inventories and Auditor's Responsibilities: SA 240, “The Auditor’s

Responsibilities Relating Fraud in an Audit of Financial Statements”, requires that if

circumstances indicate the possible existence of fraud or error, the auditor should consider

the potential effect of the suspected fraud or error on the financial information.

If the auditor believes the suspected fraud or error could have a material effect on the

financial information, he should perform such modified or additional procedures as he

determines to be appropriate. SA 240 also requires that when the auditor identifies a

misstatement, the auditor shall evaluate whether such a misstatement is indicative of

fraud.

If there is such an indication, the auditor shall evaluate the implications of the

misstatement in relation to other aspects of the audit, particularly the reliability of

management representations, recognizing that an instance of fraud is unlikely to be an

isolated occurrence.

Further, SA 320 Materiality in Planning and Performing an Audit, also requires that in such

circumstances, the auditor should consider requesting the management to adjust the

financial information or consider extending his audit procedures.

If the management refuses to adjust the financial information and the results of extended

audit procedures do not enable the auditor to conclude that the aggregate of uncorrected

misstatements is not material, the auditor should express a qualified or adverse opinion,

as appropriate.

In the instant case, the auditor has detected the material errors affecting the financial

statements; the auditor should communicate his findings to the management on a

timely basis, consider the implications on true and fair view and also ensure that

appropriate disclosures have been made.

MIs Honest Limited has entered into a transaction on 5th March, 2016, near year-end,

whereby it has agreed to pay " 5 lakhs per month to Mr. Y as annual retainer-ship fee for

"engineering consultation”. No amount was actually paid, but” 60 lakhs is provided in

- ——

books of account as on March 31, 2016.

9 CA Abhishek Bansal
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Yourinquiry elicits a response that need-base

b—

—

d consultation was obtaineq roun

Year, but there is no documentary or other ovidence of receipt of the servico, p,
_Quditor of M/s Honest Limited, whq}ﬁyv_qgﬂ_b_g)'ﬁir_ﬂef’"’“h-

d the \
he

Answer
_As per SA 240 on “The Auditor's Responsibilities Relating to Fraud in an Audit of Financiq,
Statements”, fraud can be committed by management overriding controls using such
techniques as Recording fictitious journal entries, particularly close to the end of g,

accounting period, to manipulate operating results or achieve other objectives.

Keeping in view the above, it is clear that Company has passed fictitious journg eNtries
near year end to manipulate the operating results. Also Auditor’s enquiry elicited g )

response that need-based consultation was obtained round the year, but therg is ng
documentary or other evidence of receipt of the service, is not acceptable.

Accordingly, the auditor would adopt the following approach-

If, as a result of a misstatement resulting from fraud or suspected fraud, the auditor

encounters exceptional circumstances that bring into question the auditor’s ability to

continue performing the audit, the auditor shall:

Determine the professional and legal responsibilities applicable in the circumstances,

including whether there is a requirement for the auditor to report to the person or

persons who made the audit appointment or, in some cases, to regulatory authorities;

(if)

Consider whether it is appropriate to withdraw from the engagement, where withdrawal

from the engagement is legally permitted; and

(i)

If the auditor withdraws:

Discuss with the appropriate level of management and those charged with governance,

the auditor's withdrawal from the engagement and the reasons for the withdrawal; and

(2)

Determine whether there is a professional or legal requirement to report to the person or

persons who made the audit appointment or, in some cases, to regulatory

authorities, the auditor's withdrawal from the engagement and the reasons

for the withdrawal.

Further, as per section 143(12) of the Companies Act, 2013, if an auditor of a company,in

the course of the performance of his duties as auditor, has reason to believe thatan

offence involving fraud is being or has been committed against the company by offices &

employees of the company, he shallimmediately report the matter to the Central

Government (in case amount of fraud is * 1 crore or above)or Audit Committee or goardin

other cases (in case the amount of fraud involved is less than " 1 crore) within such time

and in such manner as may be prescribed.

The auditor is also required to report as per CARO, 2020, Whether any fraud by the
company or any fraud on the company by its officers or employees has been n°

ticed o

|
10 CA Abhishek Bans®
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reportod durlng thO Yoc:r If yes, the noture ond the omount involved is to be indicated.

_"llbo course O' (“'d'l 01 k Ild |l* auditor Mr.'N' obs orvocJ that there was a special audit

CQ!‘(*L‘Cll“d_ 0! lh(‘ ins tcmco of tho mcmoqormonl on a possible suspicion of a fraud and

_requested for a a copy of the report to enable him to report on lho fraud aspects. Despite

‘many reminders it was not plovndod IN absonce of the opomol oudlt report, Mr. ‘N" insisted

that he be provided with at Ioost a wnuon roprosontollon in respect of fraud on/by the

company. For this request also, the management remained silent. Please guide Mr.'N.,

Answer

As per SA 240 on “The Auditor's Responsibilities Relating to Fraud in an Audit of Financial

statements”, the auditor 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 per SA 580 "Written Representations”, if management modifies or does not provide the

requested written representations, it may alert the auditor to the possibility that one or

more significant issues may exist.

In the instant case, the auditor observed that there was a special audit conducted at the

instance of the management on a possible suspicion of fraud. Therefore, the auditor

requested for special audit report which was not provided by the management despite of

many reminders. The auditor also insisted for written representation in respect of fraud

on/by the company. For this request also management remained silent.

It may be noted that, if management does not provide one or more of the requested

written representations, the auditor shall discuss the matter with management; re-

evaluate the integrity of management and evaluate the effect that this may have on the

reliability of representations (oral or written) and audit evidence in general; and take

appropriate actions, including determining the possible effect on the opinion in the

auditor’s report.

143(12).... + CARO...

Key Note:

If, as a result of a misstatement resulting from fraud or suspected fraud, the auditor

encounters exceptional circumstances that bring into question the auditor’s ability to

continue performing the audit, the auditor shall:

(i)

Determine the professional and legal responsibilities applicable in the circumstances,

including whether there is_a requirement for the auditor to report to the person or

persons who made the audit appointment or, in some cases, to regulatory authorities;

(i)

Consider whether it is appropriate to withdraw from the engagement, where withdrawal

from the engagement is legally permitted; and

(i)

s--.._____________,_.._...-_____.....____........__-_._...._-......__-___._.._.._.._..________-.____.._a

If the auditor withdraws:

11 CA Abhishek Bansal

B Iy - wnwm e em e e - =
e e oo o ' 3 - o S 09 g B o s i U - e - - - . - - - T T a4 - S e e



S

Discuss with the opproprlote level of moncgement ond thooe chorged wnth governance
............. -— - ——— —— \\

the auditor’s withdrawal from the ‘engagement and the reasons for the wnthdrowol and

——— ——— —

Determine whether there is a professional or legal requirement to rePort to the person or

persons who made the audit appointment or, in some cases, to {999!9'}9[&{ githormes the

auditor’'s withdrawal from the engagement and the reasons for the withdrawal.
S -\_\a.

/

In the course of audit of A Ltd. you suspect the management has indulged in fraudulent

financial reporting. State the possible source of such fraudulent financial reporting.

\
Answer

Possible Sources of Fraudulent Financial Reporting:

Incentives/Pressures

Financial stability or profitability is threatened

Excessive pressure exists for MGT

Personal financial situation of MGT or TCWG is threatened

Opportunities

Nature of the industry or the entity’s operations

The monitoring of MGT is not effective

There is a complex or unstable organizational structure

IC components are deficient

Attitudes/Rationalizations

Communication, implementation, support, or enforcement of the entity's values

Management practice of making large commitments

Low morale / initiative among senior MGT.

The relationship between MGT and the current or predecessor auditor is strained

Explain briefly duties and responsibilities of an auditor in case of material

misstatement resulting from Management Fraud.

Answer

Misstatement in the financial statements can arise from fraud or error.

The term fraud refers to an ‘Intentional Act’ by one or more individuals among

management, those charged with governance, employees, or third parties, involving the

use of deception to obtain an unjust or illegal advantage.

As per SA 240 “The Auditor’'s Responsibilities Relating to Fraud in an Audit of Financial

Statements”, the primary responsibility for the prevention and detection of fraud rests

with both those charged with governance of the entity and management. The auditor,

conducting an audit, 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. Owing to the inherent limitations of an audit, there is an unavoidable risk

that some material misstatements of the financial statements may not be detected,

even though the audit is properly planned and performed in accordance with the SAs.

—— -
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Furthermore, the risk of the oudlter not detectlng a moterlal m|s°tc1tement”result|ng from

management fraud is greater thon for em

ployee fruud because manogement is

frequently in a position to durectly or |nd|rect|y mompulote occountlng records, present

fraudulent financial information or override control procedures deS|gned to prevent
similar frauds by other employees.

When obtaining reasonable assurance, the auditor is responsible for maintaining

professional scepticism throughout the audit, considering the potential for managerment

override of controls _and recognizing the fact that audit procedures that are effective for

detecting error may not be effective in detecting fraud.

e [143(12)....+ CARO...

6) |While conducting statutory Audit of ABC Ltd., you come across | Owe you amounting to”

2 crores as against a cash balance shown in books of * 2.10 crores. You also observe that

despite similar high balances throughout the year, small amounts of * 50,000 are

withdrawn from the bank to meet day-to-day expenses.

Answer

When the auditor comes across such circumstances indicating the possible

misstatements resulting from the fraud then the auditor needs to consider the impact of

fraud on financial statements and its disclosure in the audit report.

o In this case, the circumstances indicate that the possible misstatement in financial

statements is due to fraud and error and the auditor must investigate further to

consider effect on financial statements.

o The Guidance Note on Audit of Cash and Bank balances also mentions that if the entity is

maintaining an unduly large balance of cash, he should carry out surprise verification
of cash more frequently to ascertain whether it agrees.
o If cash in hand is not in agreement with the book balance, he should seek explanations

and if the same are not satisfactory should state the said fact appropriately in his Audit
Report.

7) | You notice a misstatement resulting from fraud or suspected fraud during the audit and
conclude that itis not possible to continue the performance of audit. As a Statutory
Auditor, how would you deal?

Answer

Impossibility to continue the performance of audit: Refer 3 — Above - KEY NOTE!

8) | The Managing Director of the Company has committed a “Teeming and Lading” Fraud. The

amount involved has been however subsequently after the year end deposited in the
company. As a Statutory Auditor, how would you deal?

Answer
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