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Dear Esteemed Members,

The second wave of Covid-19 has rocked the country terribly which has also sent
shockwaves across the Country and also impacted the economy. I urge all our
professional brethren to stay home and be safe. I request all professional
colleagues to avoid unnecessary travel and meetings. We, the Managing
Committee members of Thiruvananthapuram Branch are also doing our bit by
extending support to the needy. As informed earlier we at the Branch has
formed a COVID Task Force consisting of 28members,their names and contacts
have already been shared with the members. Any members or students or their
family who need any help can contact any member of the Task Force.

We at the Branch has already switched to virtual mode of seminar. We have
conducted 5 CPE Seminars and also one CPE Study Circle meeting. We are
planning to conduct Refresh Course on GST from 7th to 9th day June 2021 jointly
with GST & Indirect Tax Committee of ICAI .We are also planning more CPE
programmes during June and July 2021.I request members to make use of these
programmes for knowledge enrichment.

On the Student front, the SICASA team has planned to conduct webinars on
topics of professional relevance which will be helpful to the student community
at large

On behalf of Management Committee of Thiruvananthapuram Branch , I humbly
request all the professional colleagues to extend fullest support for all activities
of our Branch. Your active support is the constant factor which encourages us to
plan and perform in the days to come. I also look forward to your views and
suggestions on any matters which you feel may strengthen the profession and
improve quality of services of the members and students.

Please Stay home and Stay Safe. Jai Hind. Jai ICAI

Chairman’s Message

CA. Ramesh Kumar S.
Chairman
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Dear Professional Friends,

May 2021 was a Mayhem all over the Country. The second wave have

impacted the lives of thousands of people across India. Our state of Kerala

went for another lockdown from 3rd of May. During the lockdown our

Managing Committee mainly focused on enriching the knowledge of our

members and aiding you all to be virtually connected by Staying at Home

safely. We have conducted five (5) virtual CPE Seminars with fifteen (15)

hours of CPE on various significant topics. We could also conduct a Study

Circle Meeting during last month with unstructured CPE of two (2) hours.

We could also distribute Provisions kit to 37 families in the Pound colony

with the financial aid of Managing Committee members. Our Managing

Committee could form a COVID Task Force which consists of 28 members

from our branch who are ready to do any help for any of the members,

their family, CA students or any of your acquaintance at the time of need. I

thank all the members for their unstinted support and co-operation for all

the activities which are being conducted by our branch.

Stay Home. Stay Safe. Stay Connected Virtually!!
Jai Hind! Jai ICAI!

CA. Rema Sarma N.
Secretary

Secretary’s Message



OBITUARY

18 April 2021

CA. Varadarajan N.S

29 April 2021

CA. Sathiavageeswaran S
( Past-Chairman )
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“The Duties of an Auditor in detecting frauds. “

Mr.Saurabh Pandhare, an activist from Mumbai, sought under the Rights to
Information Act (RTI Act) , data from Reserve Bank of India, about bank frauds in India.
The data showed that 90 banks and financial institutions reported a total of 45,613
cases of loan fraud till March 31, 2021. RBI came out with whopping figures that Banks
operating in India reported fraud totalling Rs. 4.92 Trillion as on March 31, 2021,
representing nearly 4.50 % of the total bank credits in India. State Bank of India – the
country’s largest lender – reported the highest amount of frauds on loans which was
disclosed at Rs. 78,072 crore as on March 31, 2021. Punjab National Bank came a close
second with a Bank fraud of Rs. 39,733 crore.

However, during 2020/21, frauds reported by banks fell by 25 percent in absolute
value terms in just one year to Rs. 1.38 lakh crore at the end of fiscal year ended
March 2021,as per data released by the Reserve Bank of India in its annual report.
During the same period last year 2019/20, the total frauds reported was at Rs. 1.85
lakh crore. In number terms, fraud reporting was down by 15 percent on a year basis.
Public sector banks contributed to more than 59 percent of the total value of frauds at
Rs. 81,901 crore while private sector banks contributed 33 percent at Rs. 46,335 crore.

Can we attribute this reduction in frauds, to the more serious pandemic COVID 19 ??

The emergence of frauds in the Corporate sector is the biggest risk, which large and
medium sized companies are exposed to, and these are increasingly becoming a big
business. These types of Corporate frauds are increasing at an alarming rate and they
tend to destroy the very fundamentals of Trade, Commerce and Business in a country.
The continuance of these Corporate Frauds leave a lasting scar on the face of business.
The resultant damages could be tabulated as follows:

a) Destruction of the confidence of investors in stock markets.

b) Reduction or enormous destruction in wealth of investors.

c) Damage to the reputation of the affected company, its management and Board of
Directors.

d) Reduction in the ability of affected organisation to borrow and thus creating
financial stress on the business entity.

The above figures and paragraphs are merely a prologue of a small treatise on “The
Duties of an Auditor in detecting frauds. “
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Who is Responsible ?

The Management of every business or commercial organisation is entirely responsible for preventing
and detecting frauds. The External Auditor or the Statutory Auditor is not and cannot be held
responsible for controlling frauds or perpetrated errors. While framing the auditor’s report, the
auditor, however, categorically states that the Audit Objectives are to obtain reasonable assurance
about whether the financial statements as a whole are free from material misstatement whether due
to fraud or error.

The Standards on Auditing especially SA 240 (The Auditor’s Responsibilities Relating to Fraud in an
Audit of Financial Statements), SA 300 (Planning an Audit of Financial Statements), SA 315 (Identifying
and Assessing the Risk of Material Misstatement through understanding the Entity and its
Environment) and SA 330 (The Auditor’s Responses to Assessed Risks) impose rigorous standards
which have to be meticulously adhered to by the auditor in the discharge of his onerous attest
function and in order to obtain reasonable assurance about the overall reliability of the financial
statements. The audit properly done, can indeed have a positive role in preventing fraud and errors by
deterring their occurrence. The auditor is expected and must plan and perform his/her audit with an
attitude of professional scepticism, whereby he/she recognises that some or certain conditions or
events are inherent, which indicate that frauds or perpetrated errors may exist in the system. The
Auditor should develop programs to audit various procedures, based on the audit risk assessment,
and to obtain reasonable assurance that the entire financial statements are prepared, after all
significant errors and fraud have been identified. It becomes the Auditor’s duty to implement systems
and procedures which will lead to the discovery of errors or frauds, and at the same time without
causing any significant impact on the financial statements thus prepared.
The auditor cannot be held responsible for undetected and unseen irregularities. Effective and timely
communication by the auditor with the management of the client is of prime essentiality. He/she
should ask the management, key information about any significant frauds or perpetrated errors
detected hitherto, in order to detect specific problems that would lead to certain perpetration of
errors or frauds. The careful planning and implementation of audit programmes and procedures would
lessen the burden of audit. However, the auditor would still face the inevitable risk, if some
significant errors go undetected, even when the audit is planned properly and executed correctly.
It is pertinent to note that SA 701 (Communicating Key Audit Matters   the Independent Auditor’s 
Report), provides for the inclusion of Key Audit Matters in the Auditor’s Report. The purpose of 
communicating key audit matters, notes this standard, is to enhance the communicative value of the 
auditor’s report by providing greater transparency about the audit that was performed. This signifies 
the implicit presumption that the planning and performance of the audit is designed and executed in 
such a way as to obtain reasonable assurance that the financial statements are free from material 
frauds and errors. Needless to state that failure to exercise due care in the discharge of the 
professional responsibilities will make the auditor legally answerable for the omission to detect frauds. 



Learnt during student days.

Accounting Frauds are mainly of two varieties:

i) Financial Reporting Frauds. Usually committed with the connivance of the Management.

ii) Misappropriation of Assets – Cash and other Current and Fixed assets. Generally perpetrated by the employees
who hold coveted posts.

The above types of frauds which cover all perceivable frauds are made possible due to some of these reasons:

a) The management is under heavy pressure to boost its figures.

b) The perpetrator believes that Internal control can easily be overridden and he/she has knowledge of the
inherent deficiencies in internal control in that organisation.

c) People have an unethical value imbibed in them allowing them knowingly and purposely to commit a fraud.

Where is the need to commit a Financial Reporting fraud? :

a) To reduce or avoid payment of various Taxes like GST, Income Tax, other Duties.
b) To get a better Rating from International Institutions by declaring Profits much more than the actual earned

income.
c) For declaration of Higher Dividends than actuals, before going in for public issue of shares or bonds.
d) To reduce payment of , by certain Statutory payments, like CSR, by exhibiting reduced Profits.
e) To be eligible for some Grants or freebies.
f) To pay out higher managerial remuneration and commission, which are based on Net Profits.
g) To get into certain large classes of business groups, prior to mergers or acquisitions.

Simple and usual methods to achieve the above:

a) Manipulating the revenue by under or over invoicing and even paying the taxes and duties .
b) Converting revenue income and/or expenses into capital inflow/outflow.
c) Gas ballooning or deflating the value of inventories/closing stock.
d) Under/ non - provision of outstanding dues, including interest on borrowings.
e) Reduction / non- accounting of income earned but not due, including interest on loans.

The persons who are involved in Misappropriation of Assets:

a) People holding coveted posts in the organisation continuously for a long period.
b) Officers who are very close to the Management in terms of knowing information important to the business.
c) Officers working in branches less frequented by the management visits.
d) Officers working in environments not supported with proper ERP tools.
e) People who are well versed with the intricacies of the business and the loose ends of Internal control prevalent

in that organisation.
f) Persons who work for organisations where remuneration is a bone of contention between different employees.
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Notable Corporate Frauds in recent times:

1. Satyam Computers (Satyam)
2. Kingfisher Airlines (KLA)
3. Jet Airways
4. Bhushan Steel
5. Punjab National Bank… Nirav Modi and Mehul Choksi
6. Infrastructure Leasing & Financial Services
7. Dewan Housing Finance Limited
8. Punjab & Maharashtra Co-op Bank
9. YES Bank
10. Cafe Coffee Day
11. Spot Exchange of India

In all the above cases, it was primarily the promoters, who deliberately falsified the accounting
figures, with a deliberate intent to defraud the financiers and the public. The Promoters used
ingenuine methods for syphoning of funds and money laundering. In a few cases, the auditors
were held accountable for not having put in their best efforts.

SA 240 – Auditor’s Responsibility Relating to Fraud in an audit of Financial Statements.

Among the various Auditing Standards brought out by ICAI, a very significant one is the Standard SA
240 on Auditor’s Responsibility Relating to Fraud in an audit of Financial statements. This Standard
became effective for audits of financial statements for periods beginning on or after April 1, 2009.
Scope of SA 240

SA 240 deals with the auditor’s responsibilities towards frauds in the financial statement audits. It
explains elaborately, how the material misstatements in the financials, due to fraud can be identified,
assessed and appropriate procedures to detect the frauds, can be implemented.

SA 240 defines :
(a) Fraud - 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.
(b) Fraud risk factors - Events or conditions that indicate an incentive, or pressure to commit fraud, or 
provide an opportunity to commit fraud.
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Principal features of Fraud

Fraud is a broad legal concept and for the purposes of this SA, the auditor is concerned with fraud that causes a
material misstatement in the financial statements. Two types of intentional misstatements are relevant to the
auditor–

a) Financial misstatements which result from fraudulent financial reporting and
b) Other misstatements as a result of misappropriation of assets. 

Sometimes the auditor may be able to suspect the fraud and in certain cases, will be able to identify the occurrence
of fraud. However, the auditor is not required to nor does he/she not determine whether any fraud has actually
occurred.

Who is responsible for the Prevention and Detection of Fraud.
The responsibility for the detection and prevention of fraud rests primarily with the management and other persons
empowered to govern the business entity. These two classes of persons should work in tandem towards this goal. A
clean and clear business environment should be created, whereby opportunities for fraud to take place gets reduced
and ultimately gets eliminated. The management must frame rules for fraud detection and punishment to the
perpetrator. A culture towards good ethical behaviour and sustained honesty should be put in place, by the
management and the governing body.

Since the Auditor is not part of the establishment, he/she cannot be a part of the machinery to either prevent or to
detect the occurrence of frauds in any environment. Hence the Auditor cannot be held directly responsible if any fraud
does happen or when the fraud goes undetected.

What are the responsibilities of the Auditor under Fraud Detection and Prevention ?
The responsibilities of the Auditor towards Fraud Detection and Prevention are enshrined in SA 240, issued by ICAI.
This SA 240 became effective in 2008, for all the accounts for periods commencing from April 1, 2009. It goes on to
explain:
An auditor who is conducting an audit is required to do so in accordance with SA 240 and 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. Even when an audit is properly planned and performed in
accordance with the SAs, there is an inherent risk that some material misstatements in the financial statements may
go undetected, owing to ingrained limitations of an audit.

The related SA 200 on Overall Objectives of the Independent Auditor and the Conduct of an Audit in Accordance with
Standards on Auditing, describes the potential effects of inherent limitations, which are very high in cases of
misstatement resulting from fraud. Thus, the auditor is at a higher risk for not detecting a material misstatement
resulting from fraud, than the risk of not detecting a misstatement due to an error. Fraud involves careful planning
and organised schemes. It may be difficult for the auditor to determine whether misstatements in judgment areas
such as accounting estimates are caused by judgemental errors or as a planned fraud.

Frauds committed by management Vs committed by staff
For the Auditor, it is a larger risk not detecting a material misstatement resulting from management fraud , as
compared to the risk of not detecting an employee fraud. This is more so, as the management will have overriding
procedures which are designed to prevent such frauds, and also whereas, the management is in a better position to
manipulate account books and records frequently, to commit repetitive frauds.

The auditor is required to maintain professional scepticism during the entire audit, as the management has the
potential to override all the internal controls, and also the auditor has to recognise that the regular audit procedures
may not be effective in detecting frauds being committed by the management. The Auditor is required to identify and
assess the risks of material misstatement resulting from frauds and then to design procedures to detect such
misstatements of the management.
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To conclude, some paras from SA 240 are reproduced hereunder , to understand the complexities of
Audit of accounts under risks of Fraud.

SA 240 clearly describes the objectives of the auditor relating to fraud :
(a) To identify and assess the risks of material misstatement in the financial statements due to fraud;
(b) To obtain sufficient appropriate audit evidence about the assessed risks of material misstatement due
to fraud, through designing and implementing appropriate responses; and
(c) To respond appropriately to identified or suspected fraud.

SA 240 Explains the steps in relation to audit where Fraud is inherent:
1. The auditor shall make inquiries of management regarding:
(a) Management’s assessment of the risk that the financial statements may be materially misstated due to
fraud, including the nature, extent and frequency of such management assessments;
(b) Management’s process for identifying and responding to the risks of fraud in the entity, including any
specific risks of fraud that management has identified or that have been brought to its attention, or
classes of transactions, account balances, or disclosures for which a risk of fraud is likely to exist;
(c) Management’s communication, if any, to those charged with governance regarding its processes for
identifying and responding to the risks of fraud in the entity; and
(d) Management’s communication, if any, to employees regarding its views on business practices and
ethical behaviour.
2. The auditor shall make inquiries of management, and others within the entity as appropriate, to
determine whether they have knowledge of any actual, suspected or alleged fraud affecting the entity.
3. For those entities that have an internal audit function, the auditor shall make enquiries of internal audit
to determine whether it has knowledge of any actual, suspected or alleged fraud affecting the entity, and
to obtain its views about the risks of fraud.
4. The auditor shall evaluate whether the information obtained from the other risk assessment procedures
and related activities performed indicates that one or more fraud risk factors are present.

Management Representations
1. The auditor shall obtain written representations from management and, where applicable, those
charged with governance that:

(a) They acknowledge their responsibility for the design, implementation and maintenance of internal
control to prevent and detect fraud;

(b) They have disclosed to the auditor the results of management’s assessment of the risk that the
financial statements may be materially misstated as a result of fraud;

(c) They have disclosed to the auditor their knowledge of fraud or suspected fraud affecting the entity
involving:

(i) Management;
(ii) Employees who have significant roles in internal control;
(iii) Others where the fraud could have a material effect on the financial

statements; and
(d) They have disclosed to the auditor their knowledge of any allegations of fraud, or suspected fraud,

affecting the entity’s financial statements communicated by employees, former employees, analysts,
regulators or others.
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Need of the Hour: Professional Scepticism
Maintaining professional scepticism requires an ongoing questioning of whether the information and audit
evidence obtained suggests that a material misstatement due to fraud, may exist. It includes, considering the
reliability of the information to be used as audit evidence and the controls over its preparation and
maintenance where, relevant. Due to the characteristics of fraud, the auditor’s professional scepticism is
particularly important, when considering the risks of material misstatement due to fraud.

The auditor shall plan and perform an audit with professional scepticism recognising that circumstances may
exist, that cause the financial statements to be materially misstated.

An attitude that includes a questioning mind, being alert to conditions which may indicate possible
misstatement due to error or fraud, and a critical assessment of evidence must be practiced.

P.K. Shiva Raman FCA, DISA
auditorshivram@gmail.com
Mob: 9447025788
Membership # 80451
June 5, 2021

mailto:auditorshivram@gmail.com
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Sakthi Sankar
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Snaps of Virtual CPE meetings of 
MAY 2021
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Birthday Wishes to the Members…

Month of June 2021

DATE NAME

16-Jun DEEPA R ACHARI
3-Jun DEEPAK B

14-Jun DEVARAJ P R
9-Jun DINU CHANDRAN R

17-Jun FELLEGRIN JOHN J
20-Jun GOPALAKRISHNAN
23-Jun GOPIKRISHNAN S
13-Jun K THOMAS JACOB
30-Jun M.B. SANIL KUMAR
13-Jun P K SHIVARAMAN
8-Jun P MOHANACHANDRAN NAIR
1-Jun PHILOMINA ASHOK JOSEPH

10-Jun RAKESH R S
3-Jun RAMAKRISHNAN H
6-Jun REMYA C

28-Jun SALEEM PADMAVATHY VASU
30-Jun SRIRAM A
29-Jun UNNIKRISHNAN NAIR A
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JUST FOR JOKES



THIRUVANANTHAPURAM BRANCH 
OF SIRC OF ICAI

Articles for the Newsletter are invited from the members 
and can be sent to the ICAI Trivandrum e-mail id.

Also, do send us your feedback to : icaitvm@gmail.com
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