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 Describe a situation in which it would be desirable to conduct a quality audit and develop a checklist you would use to conduct such an audit.
An auditor has a duty to detect financial fraud in financial reports. According to Kravitz, financial fraud accounts to 10% of incidence concerning white collar crime (26). If an auditor discovers that a company has misappropriated its assets, it becomes imperative to conduct a quality audit in order to identify its implication on the fair value of the company’s asset. The major objective of an auditor is to determine whether all the asset and liabilities represent a fair view of the company. Today, it has become imperative for auditors to investigate whether a firm has reported its assets at fair value or there is any misrepresentation. Love elucidated that misrepresentation of accounting information occurs due to greed and corruption which is common with management which is intended to deceive creditors that the company is financial sound (36). In most cases, this misrepresentation occurs when management deliberately overstate assets and understate liabilities. An auditor can discover financial fraud when computing his working papers. Financial fraud occurs by various manipulations of financial statements including overstating revenues and understating expense. An auditor has a duty to detect material misstatements in financial reports.
Auditor’s role regarding fraud
An auditor has a responsibility to detect financial fraud. However, it is essential to note that an external auditor relies on the internal auditor on prevention and detection of fraud. Under the ISA 240, an auditor has a responsibility to ensure that all assets and liabilities are free from fraud. However, this clause also recognizes that misstatement can arise in financial statements due to fraud or errors. A misstatement is regarded as a fraud if the underlying error was committed intentionally. Fraud is a criminal activity which is mostly conducted by management in order to deceive financial statement users such as investors or creditors. Financial fraud can occur due to a deliberate misstatement of financial accounts in order to make the company look appealing to financial users. It can also result to misappropriation of the assets through theft. Challenges arise because an external auditor relies on internal auditor’s report on financial statements. When collecting working papers, an internal auditor might identify misrepresentation of financial statements which should be notified to the external auditor and management. An external auditor has reasonable assurance to obtain information from the internal auditor regarding fraud and misstatements. Even though the internal auditor has a responsibility to ensure there is no material misstatement in the financial statements, an external auditor must conduct independent audit if he has reasonable ground to believe that some items are misrepresented. Thus, the external auditor has a responsibility to consider material misstatement due to fraud. When conducting an audit; irrespective of the integrity and honesty of a client, an auditor has to maintain some level of skepticism on fraud and misstatement. 
Audit procedure to detect material misstatement in financial reports
The first step that should be taken by the external auditor is to obtain sufficient evidence by performing substantive procedures in order to obtain reasonable basis for giving audit opinion. The auditor should focus on establishing whether the misrepresentation is material.
· [bookmark: _GoBack]If it is material, the auditor must consider conducting a quality audit. This should include collection more working papers by employing audit procedure whose nature, timing and assertion level match the perceived risk.
· The audit manager response should include emphasizing to the audit team to collect more working papers coupled with substantive procedures while they maintain professional skepticism when evaluation evidence (Bazrafshan 317).
· The audit manager should assign more experienced staff who has the capability to identify material misstatement. The audit manager should also consider providing more supervision as he incorporates additional audit procedures in response to perceived risk.
· The auditor should perform further procedures whose timing and nature allows them to identify material misstatement. The main objective is to offer a clear linkage between timing, nature and audit procedures that will identify the extent of perceived risk. When designing these audit procedure, the auditor should consider the significant of risk and the likelihood of material misstatement (Halbouni 124).
· The auditor should perform substantive procedures for every class of transaction and balance and in every relevant assertion applied during the current and future audit. Since it is the duty of management to ensure that a firm has a strong internal control that prevents misstatement, the auditor should seek clarification from management on any item that has been misrepresented.
· The auditor has a duty to notify management about material misstatement on financial statements. However, if the auditor does not trust the management, he should report to the corporate governance. If the auditor does not trust this board, he should seek legal advice before taking further action.
· Since analytical procedure might not be effective in identifying material misstatement, the auditor should more substantive procedures. For instance, if the auditor is conduction analytical procedures on cash collections, he should employ more substantive procedures on cash collection from previous period due to management subjectivity of account balances. Moreover, the auditor should consider whether it is possible to obtain appropriate evidence.
Conclusion
In summary, an auditor has a duty regarding the identification of financial fraud. Although management internal controls are intended to eliminate financial misrepresentation, an auditor should always maintain some level of professional skepticism.
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