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Awareness test – part 1
Pay close attention…
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Awareness test – part 2
So how many passes did the white team make?
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Awareness test – part 3
Let’s check it out again..
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Agenda/Contents

Practical guidance

• Auditors’ skepticism in areas of fraud, material misstatements

• Management assumptions and estimates

• Auditors’ role in presentation and disclosure of financial statements

Back to basics, fundamentals

Less focus on specifics of standards
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Skepticism & Fraud
What the standards say…

Standards abound 200 330 500 240

 Plan and perform an audit with an attitude of professional skepticism..
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Skepticism & Fraud
What the standards say…

Standards abound 200 330 500 240

 Emphasize to the team the need to maintain professional skepticism..
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Skepticism & Fraud
What the standards say…

Standards abound 200 330 500 240

 Exercise professional skepticism in evaluating audit evidence..
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Skepticism & Fraud
What the standards say…

Standards abound 200 330 500 240

 Maintain attitude of professional skepticism throughout the audit..
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Skepticism – what is it?

But ..

how is professional skepticism acquired?

nature or nurture?

taught or caught?

Not confined to standards and compliance

DOES IT MAKE SENSE? ….. DOES IT SMELL RIGHT??
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Skepticism – helps & guides

Knowledge

Experience

Client

Industry

Management
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Skepticism – sources of help

Knowledge

Experience

Market talk

Analyst reports

News feeds

Benchmarking
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Skepticism – other indicators & guide

Client

Industry

Economics

Value drivers

Site visits

Conversations

Biz model

Analytics
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Skepticism – decoding management

Management

Past interactions

Experience

Credentials

Other corroborative info

Track record

Show me meetings
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Skepticism – what’s called of auditors?

BLOODHOUND

OR

WATCHDOG ?
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Skepticism – our response

TypicallyWatchDog

HOWEVER, if indicators of fraud exist Bloodhound?
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Skepticism – our response

• Heightened alertness

• Scrutinize evidence, representations, explanations

• Revisit – nature, extent, timing of audit tests

240
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Skepticism when things go wrong

CASE STUDY 1

CASE STUDY 2
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• The auditor should obtain an understanding of how management
makes the accounting estimates, and an understanding of the data on
which they are based….

540

Management’s assumptions and estimates
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Management’s assumptions and estimates

Consider ..

• management’s view objective, neutral, ‘best’ judgement or biased?

• quality/existence of corroborative evidence?

• management representation in rep letter good enough?

Market expectations

Expert views
Past track record

Benchmarking

Analytics
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Presentation & disclosure of financial statements

Financial reporting standards abound

Overriding objective of disclosures?

 business drivers and results achieved

vs industry trends, economic happenings

FRSFRSFRSFRS39
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Financial statements – key expectations

IF ….

THE KEY QUESTION for the auditor:

Did the financial statements tell the ‘Right’ STORY??

material
adjustments after

approval/release of
financial statements

Company does
collapse after

approval/release of
financial statements

No not
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Financial statements – getting the balance right

Quantity Quality

Focus on:

- Disclosure of key issues?

- On balance sheet items?

- Off balance sheet items?

- Areas of judgement & estimates?

- Risk assessment and issues?

Too much Too little
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Summary

• How many steps does it take to
complete an audit?

• But did you ‘spot’ …

ACRA’s Public Accountants Conference 2009

?

Material
misstatement /

fraud? Mis-judgement of
management
assumptions /

wrong estimate?

Inappropriate or
inaccurate

presentation /
disclosure
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How aware are you?

CONCLUSION

• Be skeptical, use your judgement

• Challenge management assumptions and estimates

• Consider big picture when reviewing financial statements


