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Planning Fraud Detection Procedures:  

Forensic Accountants vs. Auditors 

 

Abstract 

Previous studies indicate that auditors are able to identify fraud risk factors, but may not be able 

to translate this knowledge into an audit plan that effectively takes these factors into account and 

increases the likelihood of detecting the fraud if it exists. Fraud specialists may be able to 

compensate for such limitations. This study investigates the relative merits of involving fraud 

specialists during the planning stage in assisting auditors by developing an audit plan that will 

effectively identify fraud.  

 

In this study, thirty one fraud specialists completed an audit planning case that was adapted from 

the case used by Asare and Wright (2004) (based on an actual fraud case). Comparisons between 

fraud specialistsô responses and the auditorsô responses in Asare and Wright (2004) indicate that 

the fraud specialists adjusted the audit plan to respond to the fraud risks in the case, but this 

adjustment was made only when they performed the risk assessment themselves, as opposed to 

being given the audit teamôs risk assessment and then being consulted to contribute to the audit 

plan. Also, in comparison with the additional procedures that Asare and Wrightôs auditors 

identified to address the risks in the case, the fraud specialists in our study identified much fewer 

such audit procedures. However, they identified a significant number of other effective 

procedures that were not identified in Asare and Wright (2004). Fraud specialists appear to be 

more sensitive to fraud risk and increase the time budget for useful standard procedures as well 

as other more specialized procedures that can contribute to fraud detection if involved in the risk 

assessment process. Further, fraud specialists do not appear to have homogenous competencies 

in performing audit planning tasks. A comparison of fraud specialists with a formal specialist 

designation against those without such a designation indicated that the designated specialists 

made more normative adjustments to the audit plan to address the fraud risks raised in the case. 

 

The study contributes to the consideration of how to best involve fraud specialists in the planning 

stages of an audit, before and after the auditor has identified fraud risk factors. Implications for 

training and accreditation of fraud specialists are discussed. 
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INTRODUCTION  

Management fraud is the ñdeliberate fraud committed by management that injures investors 

and creditors through materially misleading financial statementsò (Elliot and Willingham 1980). 

The ability of an auditor to make an accurate assessment of management fraud risk is crucial to the 

initial assessment of risk in an audit engagement (SAS 99; CICA HB 5135).  If this assessment is 

incorrect, the planned audit procedures may be inappropriate or insufficient, and this, in turn, may 

reduce the reliability of the financial statements and increase the auditorôs exposure to litigation and 

unfavourable outcomes (Palmrose 1987).  

When designing audit procedures to reduce the risk of not detecting a material misstatement 

in the financial statements of an entity, an auditor is required by professional standards to use 

professional scepticism, to be alert to evidence, notwithstanding prior experience with the clientôs 

management, and to be alert to factors that increase the possibility of management fraud (SAS No. 

99; CICA HB 5135).  However, only seven percent of the audit partners experienced five or more 

material management frauds within their careers (Loebbecke, Eining, and Willingham 1989), 

suggesting that auditorsô experience with material management fraud is limited. One way that 

auditors can compensate for their limited exposure to fraud is by consulting with fraud experts 

(forensic accountants).  

 Asare and Wright (2004) conducted a study in which 69 experienced auditors were 

provided with a case (based on an SEC enforcement case) and asked to assess the risk of fraud, 

review and update a standard audit program for the revenue cycle, and provide an opinion on the 

necessity of conferring with a risk management partner to finalize the proposed plan.
1
  Some of 

the auditors were given structured guidance in the form of standard risk checklists in accordance 

with SAS No. 82 (currently SAS No. 99) risk categories, while other auditors were asked to 

                                                 
1
 Asare and Wright (2004) consider risk management partners to be fraud specialists. 
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make their assessments without such structured guidance. Asare and Wright found that the 

auditors who were provided with structured guidance underestimated the risk of fraud. In 

contrast, the auditors who were not provided with structured guidance assessed the fraud risk at 

higher levels and were more likely to refer the file to fraud experts. Nonetheless, the auditors 

who were not provided with structured guidance were not able to design a more effective audit 

program than the other auditors who were provided more structured guidance. 

As discussed  Asare and Wright  (2004) and in recent revisions of fraud risk standards 

(SAS No. 99, 109; CICA HB 5135, 5140), there has been a trend to recommend that auditors 

seek the assistance of fraud specialists with the development of their audit plan when there is 

perceived risk of heightened management fraud by an audit client. However, since consultations 

with experts are costly, auditors would likely avoid referring issues to fraud experts unless they 

believed that a substantially elevated risk of fraud was present in an engagement.  In such a setting, 

auditors may delude themselves into understating fraud risks in an engagement; or, alternatively, 

auditors may delude themselves into believing that consulting with fraud experts would safeguard 

them against audit program design weaknesses, while, in fact, fraud experts may have limited 

competencies in audit program design (AICPA 2006; DeZoort and Stanley 2006). 

 In this study, we investigate the relative merits of involving fraud specialists during the 

planning stage in assisting the auditor by developing an audit plan that will effectively identify 

fraud in an audit context. To the best of our knowledge, this is the first study that directly 

examines the benefits of involving fraud specialists in the development of an audit plan.  

Research reported herein has the potential to contribute to understanding of the usefulness of 

involving fraud specialists in designing an audit plan when the auditor has identified fraud risk 

factors during the planning stage of the audit.  
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BACKGROUND  AND RESEARCH QUESTIONS 

Research Approach 

This research builds directly on Asare and Wright (2004).  Their study examined the 

impact of risk assessment and audit program development tools on two facets of fraud planning 

effectiveness: (1) the quality of audit procedures assessed against a benchmark validated by a 

panel of experts, and (2) the propensity to consult a fraud expert. 
2
  Their findings showed, ñthat 

fraud risk assessment (FRASK) was not associated with the planning of more effective fraud 

procedures but was directly associated with the desire to consult with fraud specialists.ò
3
  They 

concluded that the benefit of improved FRASK might not lie in promoting more effective audit 

tests but rather in making auditors more willing to consult with specialists.
4
 Asare and Wright 

(2004) assume that this willingness to consult with specialists is a boon because the specialists 

will compensate for the auditorsô inability to develop more effective audit tests by suggesting 

such tests to them when consulted. However, this may not be the case and may give auditors 

unrealistic expectations about the types of help that fraud specialists can provide. Fraud 

specialists may have the ability investigate a fraud but not necessarily the ability to plan an audit 

that would detect fraud.
5
 

 To address this issue, our research project starts where Asare and Wright (2004) leave 

off, i.e., by examining whether fraud specialists have the skills for the development of an audit 

program that would effectively detect management fraud. Fraud specialists have various 

investigative competencies, but they may not necessarily have the expertise to design audit tests 

                                                 
2
 Asare, Stephen K. and Wright, Arnold M. 2004.  The effectiveness of Alternative Risk Assessment and Program 

planning Tools in a Fraud Setting, Contemporary Accounting Research Vol. 21 No. 2 (Summer 2004) pp. 325-52.   
3
 Ibid 

4
 Ibid 

5
 See AICPA (2006, pp. 3-9) for a discussion of differences between commonly used forensic procedures and audit 

procedures.  
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to detect management fraud. We attempt to answer this question by taking the following 

approach. We used the same case as was used by Asare and Wright (2004), adapted as required 

for use with Canadian practitioners.
6
 We presented this same case to a group of fraud specialists 

(forensic accountants) working at public accounting firms. Two thirds of our participants hold a 

designation of Investigative and Forensic Accountant (IFA) recognizing their status as specialists 

in the area of fraud.  We therefore were able to compare the plans of auditors (per Asare and 

Wright( 2004)), forensic accountants, and recognized IFA specialists.  

 The case was presented to the fraud specialists under the fact scenario that the audit team 

has assessed the case as having higher than a low risk of fraud and that the fraud specialistôs 

assistance is sought to assess the adequacy of the audit program so as to ensure it is an effective 

audit plan.  The fraud specialists were provided a copy of a standard audit program (adapted 

from Asare and Wright, 2004) and asked to identify which procedures in the standard audit 

program were necessary, and to supplement it with any additional procedures required to 

effectively assess whether fraud is taking place in the client company.   

 We used two versions of the experimental materials which required different degrees of 

the fraud specialistsô involvement in risk assessment. In one version, the fraud specialists were 

presented with the audit teamôs risk assessments and were simply asked to review the audit 

program in order to identify procedures that should be used on the audit and the amount of time 

that should be budgeted relative to the previous year. In the second version, the fraud specialists 

were asked to complete a risk assessment checklist and to assess inherent, control, and fraud 

risks before being asked to review the audit program as done by the previous group. We then 

documented the fraud specialistôs recommended additional procedures and assessed them against 

                                                 
6
 The adaptations were minor. 
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the same benchmark that Asare and Wright used to evaluate their auditor subjectsô performance 

in their study. We relied on two fraud experts to assess the responses provided by our subjects.  

In addition, we compared the responses of recognized IFA-designated specialists with those of 

other forensic accountants. 

 Our study informs academics and practitioners of the usefulness, or lack thereof, of 

seeking the support of a fraud specialist during the planning stage of an audit.  Asare and Wright 

(2004) assumed that their subjects who planned to consult with fraud specialists were behaving 

normatively.  But this is only true if the fraud specialists actually possess the competencies 

required to compensate for the auditorsô inability to design effective fraud-oriented procedures.  

To our knowledge, no study of fraud specialistsô ability to develop such procedures has been 

conducted to date.  Thus, our study makes a contribution to the auditing literature by providing 

evidence about the behaviour of fraud specialists in the planning stage of the audit. 

We find that, in comparison with Asare and Wrightôs auditors, who did not make 

meaningful adjustments to the audit plan, the fraud specialists in our study adjusted the audit 

plan to respond to the fraud risks in the case, but this was only true when they performed the risk 

assessment, as opposed to being provided with the audit teamôs risk assessment and then being 

consulted to contribute to the audit plan. On the other hand, in comparison with the additional 

audit procedures that Asare and Wrightôs auditors identified to address the risks in the case, the 

fraud specialists in our study identified much fewer such procedures. However, they identified 

other additional procedures that would be effective in addressing the risks in the case. Finally, 

when comparing the fraud specialists with a formal specialist designation with those without 

such a designation we found that the designated specialists made more normative adjustments to 

the audit plan to address the fraud risks raised in the case. 
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Theory 

Early literature in the area of fraud risk assessment attempted to gain an understanding of 

the factors associated with the increased likelihood of management fraud, or act as warning 

signals or (ñred flagsò) that can help an auditor assess the risk of fraud in a given situation 

(Albrecht and Romney, 1980; Loebbecke, Eining and Willingham, 1989; Pincus, 1989; Heiman-

Hoffman, Morgan and Patton, 1997).
7
 However, much of this research (e.g., Hackenbrack (1993) 

and Eining et al. (1993)) studied novice rather than expert auditors (Bonner and Lewis 1990; 

Bonner and Pennington 1991). Also, there appears to be limited research into judgement 

processes involved in judgements about the risk of material management fraud.   

 While there have been several process-oriented studies that have addressed other aspects 

of the audit process (e.g., Biggs and Mock, 1983; Blocher and Cooper, 1986), there have been 

only a few process-oriented studies of management fraud risk assessment. For example, Jamal, 

Johnson and Berryman (1995) were interested in the way in which framing effects would 

contribute to the auditorsô ability to detect an embedded fraud within the financial statements 

presented as part of the case materials. Jamal et al. (1995) found that over half of their subjects 

were deceived by managementôs frame and thus failed to detect the fraud. 

 Zimbleman (1997) investigated whether the AICPAôs SAS No. 82 which requires 

auditors to separately assess the risk of fraud will lead auditors to spend more time reading fraud 

cues and design audit plans that are more sensitive to fraud risk. Zimbleman provided practicing 

auditors from two Big 6 firms with cases containing cues indicating high fraud risk or low fraud 

risk and asked them to search information stored on a computer, make inherent risk assessments, 

prepare a staffing budget, and choose audit procedures to test the clientôs accounts receivable. 

Computer software kept track of the time subjects spent reading and this time measure was used 

                                                 
7
 See Nieschwietz, Schultz, and Zimbelman (2000) for a review. 
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to test one of the hypotheses of interest; i.e., whether subjects would spend more time attending 

to fraud cues when conducting a separate assessment of fraud risk as compared with a holistic 

assessment of inherent risk. Zimbleman (1997) found this to be the case. Also, while subjects 

increased the numbers of hours budgeted for the higher risk case compared to the lower risk 

case, they did not produce significantly different audit plans for those cases in terms of the 

procedures selected. A foll ow up study by Glover, Prawitt, Schultz, and Zimbelman (2003) 

compared pre- and post-SAS 82 planning judgments, and found that post-SAS 82 planning 

judgments were more sensitive to fraud risk factors than in Zimbelman (1997). In their study, 

auditors adjusted the extent of planned audit tests in response to fraud risk, but made no changes 

to the nature of their planned tests. 

 Houston et al. (1999) had auditors assess the audit risk and business risk for a case where 

specific errors or irregularities were present, then recommend audit investment and fees.  They 

found that when the likelihood of an error was high, the fee did not contain a risk premium, 

whereas when the likelihood of an irregularity was high, the fee did contain such a premium.  

This suggests that auditors are sensitive to the need for more investment in auditing when high 

risk of fraud is present, although Houston et al. (1999) did not provide evidence on what specific 

procedures the auditors would perform to compensate for this risk. Auditors could have the 

desire to compensate for identified risks, but not the ability to do so. Some have suggested that 

an effective way of addressing such risks is to use fraud specialists.  

 Asare and Wright (2004) conducted a study wherein experienced auditors were provided 

with a case and asked to assess the risk of fraud, revise audit plans, and decide whether to consult 

fraud specialists. Some of the auditors were given structured guidance in the form of standard 

risk questionnaires, while other auditors were asked to make their assessments without structured 
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guidance. Asare and Wright (2004) found that the auditors who were provided with structured 

guidance underestimated the risk of fraud. In contrast, auditors who were not provided with 

structured guidance assessed the fraud risk at higher levels and were more likely to refer the file 

to fraud specialists. However, as in Zimbelman (1997) and Glover et al. (2003), these auditors 

were not able to design a more effective audit program that the other auditors. 

 Mock and Turner (2005) investigated fraud risk assessments and their effects on audit 

programs following the issuance of SAS No. 82.  They sampled clients over a two year period to 

identify how the auditorsô actions changed when the client risk assessment was other-than-low 

risk versus low risk based on the number of fraud risk factors present.  They found that the 

auditors in their study identified fraud risk factors and modified the nature, extent and/or timing 

of audit procedures, assigned more experienced audit team members to the audit, or added or 

deleted procedures. Mock and Turnerôs results showed that the more fraud risk factors were 

present, the more changes made to the extent of planned audit procedures. Like Zimbelman 

(1997) and Glover et al. (2003), Mock and Turner (2005) determined that the decision to modify 

the audit program in response to the fraud risk assessment was influenced by SAS No. 82.  They 

concluded that audits were being adjusted based on SAS No. 82.  These findings are at odds with 

those of Asare and Wright (2004). In addition, Mock and Turner addressed a standard (SAS 82) 

that has been superseded (by SAS No. 99/CICA HB 5135), and they did not directly look into 

the use of forensic accountants or other fraud specialists in an audit context. 

 Wells (2004) pointed out that large accounting firms have fraud specialists on staff but 

they are used reactively rather than proactively.  He recommended that fraud specialists become 

involved during the audit to help identify key risk areas.  The fraud specialist would identify the 

risk areas and communicate these to the auditor for ñfurther consideration.ñ  Wells (2004) argued 
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that the presence of fraud specialists on an audit would act as a deterrent to fraud-inclined client 

for there would be a perception that the likelihood of illegal activities being detected would 

increase. Wells (2004) does not support his conjectures with evidence, so it is difficult to know 

whether fraud specialists could contribute in the way he suggests.  

 In summary, previous studies indicate that auditors are able to identify fraud risk factors, 

but may not be able to translate this knowledge into an audit plan that effectively takes them into 

account and enhances chances of detecting the fraud if it exists. Fraud specialists may be able to 

compensate for such limitations, but there is no published research that provides evidence of this. 

Academics and practitioners may be over-estimating what fraud specialists can contribute to the 

effectiveness of an audit plan. They may be able to investigate a known fraud, but may not be 

able to design audit tests to detect a hypothesized fraud as well as auditors can. 

 Our literature review indicates that there is no published research on the usefulness of 

seeking the assistance of a fraud specialist during the planning stage of an audit.
8
  The usefulness 

of consultations with fraud specialists is often based on anecdotal evidence after a fraud has been 

discovered where it is suggested that the auditor should have sought the assistance of a fraud 

specialist.  When auditors fail to detect a management fraud the public is usually left asking, 

ówhere were the auditors?ô  In recent years, there has been a focus on the auditorôs need to do a 

better job at assessing the potential fraud at their audit client.  SAS 99 and CICA HB 5135 

attempt to address this situation.  However, once the auditor has assessed an increased potential 

risk, what is the next course of action?  Presumably the auditor needs to revise the audit plan 

                                                 
8
 There are a few articles dealing with opportunities for forensic auditors (Beasley 2003; DeZoort and Stanley 2006), 

forensic accountants and auditorsô curriculum and certification requirements (Rezaee 2002; Meservy, Romney, and 

Zimbelman 2006) and how forensic experts  classify fraud risk factors (Apostolou, Hassell and Weber 2000; Hansen 

and Klamm 2004). However, none of these studies focus on the effectiveness of forensic specialistsô judgments 

when assisting financial statement auditors in development of an audit plan.   
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from the standard audit plan to one more likely to detect the existence of fraud.  Auditors could 

either tailor the audit program themselves or seek the assistance of a fraud specialist.  If they 

believe that the fraud specialist can do a better job, and they are right, then they should forward 

the file to the fraud specialist. However, if the fraud specialist is no more skilled at this than they 

are in adjusting the audit plan to increase the chance of fraud detection, then the auditors should 

revise the audit plan themselves, although they may need additional training or decision aids to 

do this effectively.   

Research Questions  

 Our main research question is whether fraud specialists will select audit procedures that 

are more sensitive to fraud risks than those selected by auditors. We assess this in three ways, by 

considering fraud specialistsô (1) selection of standard procedures in response to fraud risk, (2) 

amount of time budgeted for categories of audit procedures in the presence of fraud risk that is 

higher than low, and (3) selection of additional non-standard procedures to address the fraud risk. 

Further, to examine how the role of the fraud specialist affects the specialistôs contribution to 

audit planning, we have the fraud specialists respond in a consultative mode in response to risk 

assessments made by the audit team and in a participative mode by making their own risk 

assessments before considering audit planning decisions. 

Stated formally,  

RQ1: Do fraud specialists effectively modify the extent and nature of audit tests when the 

risk of fraud is not low? 

 

RQ2: Do fraud specialists propose unique procedures that are not proposed by auditors 

when the risk of fraud is not low?  

 

RQ3: Are fraud specialistsô recommendations affected by having a strictly consultative 

role versus a participative role in assisting the audit team when the risk of fraud is not 

low?  
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METHODOLOGY  

Experimental Task 

Participants completed an audit case that was adapted from Asare and Wright (2004) and 

was based on an actual company that had issued fraudulent financial statements. In the first 

section, participants were asked to assume they were assisting in the development of an audit 

plan for the revenue cycle of a client. They were presented with comparative financial statements 

and information about the company.  

 There were two versions of the case. In one version of the case (Type A), 16 participants 

were provided with the audit teamôs preliminary risk assessments and then asked to participate in 

the audit planning by selecting from a set of standard procedures, revising time budgets for 

categories of procedures, and identifying additional procedures that they felt were necessary in 

the circumstances. In a second version of the case (Type B), 15 participants were given a 

standard risk checklist and were asked to complete the checklist and assess inherent risk, control 

risk and fraud risk on a 10-point scale.  Table 2, Panel A provides descriptive information about 

the fraud risk assessment phase of the case. Table 3 provides details of the risk factors identified 

by the 15 subjects who completed version B of the case. 

In both versions, the participants were then asked to design the audit program for the 

revenue cycle by 1) choosing procedures from a standard audit program based on the previous 

yearôs audit, 2) modifying as they felt necessary the budgeted hours for procedure categories, and 

3) adding any additional procedures they felt were necessary. In the final part of the instrument, 

subjects were asked to provide demographic information. Table 2 Panels B and C and Table 5 

provide descriptive information about the audit program choices and the budget revisions made 
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by the subjects. Packages containing sets of case materials in individual envelopes were 

distributed by mail to contacts at the firms who agreed to participate in the study. The contacts 

distributed the cases to fraud specialists in their firm. Once the cases were completed, they were 

returned directly to the researchers in a self-addressed postage-paid envelope.  

Participants 

Thirty one fraud specialists, two-thirds males and one-third females, completed the case. 

Half were from large accounting firms and half were from medium size firms.  Twelve (40%) 

were partners, 15 (50%) were directors or senior managers, and 3 (10%) were managers.
9
 On 

average, subjects were 40 years old, had 11.76 years of specialized fraud experience, and 5.67 

years of auditing experience. Twenty of the subjects had an IFA (investigative forensic 

accountant) specialist designation.  On average, subjects spent about 53% on fraud-related 

activities and 36% on litigation-related activities. Table 1 summarizes key demographic 

information.  

ANALYSIS AND RESULTS 

As Table 4 indicates, fraud specialists estimated inherent risk similarly to Asare and 

Wrightôs auditors who completed the same task. However, our participants rated control risk and 

fraud risk higher (p<.05 and .001, respectively) than Asare and Wrightôs participants. Subjects 

who completed version B (with checklist) of the case rated control risk and fraud risk higher than 

the risk levels given in version A of the case. 

 As mentioned earlier, subjects were asked to perform three audit procedure planning 

tasks. First, they were given a standard audit program and asked to select procedures from that 

program. Subjectsô choices are summarized in Table 5. Table 6 indicates that participantsô choice 

                                                 
9
 The demographic information is based on 30 respondents, since one participant completed the study but did not 

provide demographic information. 
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of procedures from the standard audit program does not appear to be associated with whether 

they were given the audit teamôs risk assessments or whether they completed their own risk 

assessments in either individual groups of procedures, or standard audit program taken as a 

whole. The only factor that appears to play a role, but fails to reach conventional levels of 

statistical significant (possibly due to relatively small sample size), is whether they possess an 

IFA designation. 

 The second task involved revisions to the previous yearôs budgeted hours for the various 

categories of procedures, as summarized in Table 7. In contrast with the findings of Table 6, 

Table 7 indicates that the version of the case presented to participants influenced their proposed 

revisions to hours budgeted for analytical procedures and cut-off tests, but not other groups of 

tests. In comparison with Asare and Wrightôs auditors, who made no meaningful adjustments to 

the time budget, the fraud specialists adjusted the audit plan to respond to the fraud risks in the 

case, but this was only for version B of the case where they analyzed fraud checklist and 

performed the risk assessment themselves, as opposed to being given the audit teamôs summary 

risk assessment and then being consulted to contribute to the audit plan.  

 In addition, participantsô overall revisions to the budgeted hours for other tests (i.e., tests 

not mentioned in the standard program) are significantly associated with whether they possessed 

a formal specialist (IFA) designation.  The fraud specialists with a formal specialist designation 

made more normative adjustments to the audit plan to address the fraud risks raised in the case 

than other fraud specialists. In other words, they increased the amount of time to be spent on 

non-standard audit procedures to address fraud risks. 

 The third planning task asked participants to identify any additional procedures they 

thought necessary, as summarized in Table 8. Asare and Wright (2004) identified the additional 
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procedures in a separate exhibit (Exhibit 3) which contained a list of benchmark procedures that 

had been suggested by two advisers based on an analysis of SECôs 1998 Accounting and 

Auditing Enforcement Release (AAER). We had two independent forensic experts assess our 

subjectsô responses against the list of procedures summarized in this benchmark and the results 

are reported in Table 8 alongside Asare and Wrightôs (2004) results for their auditor subjects. 

Since our subjects completed two different versions of the case (Type A, where subjects were 

only given the audit teamôs summary risk assessments, and Type B, where subjects were 

required to make their own risk assessments given the case information and a risk checklist), 

Table 8 summarizes the audit procedures under these two headings. In comparison with Asare 

and Wrightôs auditors, our fraud specialists identified a much smaller number of procedures 

listed in the SEC benchmark program.  

 Table 9, Panels A and B, summarizes additional procedures that out participants 

proposed. There were 14 such procedures; with an average of 2 procedures per person (median 

was 2, and standard deviation was 2).  Panel A of Table 9 describes each procedure and fraud-

related specific risks that it addresses; Panel B of Table 9 indicates how many procedures listed 

in Panel A were proposed by our participants. The highest number of additional procedures 

proposed was five (one person), and the lowest- none (seven people). Interestingly, as many as 

six participants proposed four additional procedures. When we examined associations between 

the number of proposed additional procedures and revisions to the time budget (not tabulated), 

we found that the number of additional procedures proposed was positively related to the 

percentage increase in time budget devoted to ñother testsò (ß=.381; p=.05), and negatively- to 

the budget changes for testing bad debt (ß=-.398; p=.04).  Therefore, it appears that forensic 

specialists suggested a revision of audit plan such that the additional procedures would not 
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increase overall hours (p>.05), but substitute for standard procedures suggested for testing of bad 

debt.  

CONCLUSIONS, DISCUSSION, AND LIMITAITONS  

Our first question was whether fraud specialists effectively modify the extent and nature 

of audit tests when the risk of fraud is not low. We found that fraud specialistsô inherent risk 

judgments were indistinguishable from those of auditors who participated in Asare and Wrightôs 

(2004) study; however, their control risk and fraud risk assessments were higher than those of the 

auditors.  The two different versions of the case influenced fraud specialistsô proposed revisions 

to hours budgeted for analytical procedures and cutoff tests, but not other groups of tests. It 

appears that being involved in the risk assessment process by completing the risk assessment 

checklist and assessing inherent, control and fraud risk sensitized the fraud specialists to the 

fraud risks in the case. This suggests that a consultative role for fraud specialists whereby an 

audit team provides a summary risk assessment to the fraud specialist may not result in as 

satisfactory an outcome as a participative role whereby the fraud specialist participates in the risk 

assessment process. Also, overall revisions to the budgeted hours in standard audit program for 

the revenue cycle depended on whether they possessed an IFA designation.  In particular, the 

amount of time budgeted to other, non-standard procedures, depended on the fraud specialistôs 

formal designation as a specialist. 

 Our second question was whether fraud specialists propose unique procedures that are not 

proposed by auditors when the risk of fraud is not low? Two independent forensic specialists 

reviewed our subjectsô responses to the audit procedures and evaluated whether the procedures 

addressed items in Asare and Wrightôs (2004) Exhibit 3. In comparison with Asare and Wrightôs 

auditors, our forensic accounting participants identified a much smaller number of procedures 
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listed in the SEC benchmark program. However, they identified a significant number of 

additional procedures that were not contained in Asare and Wrightôs Exhibit 3 but would 

effectively address some of the risks in the case.  Our forensic specialists rated all the procedures 

identified by our forensic accounting participants and compiled the list of procedures in Table 9 

that they assessed as being as effective as or more effective than the procedures listed in Exhibit 

3. Thus, if assessed solely against the benchmark contained in Asare and Wrightôs Exhibit 3, it 

would appear that forensic accountants do not perform the type of audit planning task involved 

in this study as effectively as auditors. However, if assessed against the benchmark contained in 

Table 9, the forensic accountants perform the task very well. Asare and Wright (2004) concluded 

that their auditorsô willingness to consult with specialists is a boon because the specialists would 

compensate for the auditorsô inability to develop more effective audit tests and by suggesting 

such tests to them when consulted. Our study confirms this assumption. However, if only Asare 

and Wrightôs Exhibit 3 were used to judge forensic accountantsô procedures the conclusion 

would be quite different.  

Our third question was whether fraud specialistsô recommendations are affected by 

having a strictly consultative role versus a participative role in assisting the audit team when the 

risk of fraud is not low?  Previous studies indicate that auditors are able to identify fraud risk 

factors, but may not be able to translate this knowledge into an audit plan that effectively takes 

them into account and enhances their chances of detecting the fraud if it exists. Fraud specialists 

may be able to compensate for such limitations, but our research shows that in comparison with 

Asare and Wrightôs auditors who did not make meaningful adjustments to the audit plan, the 

fraud specialists adjusted the audit plan to respond to the fraud risks in the case, but this was only 

the case when they performed the risk assessment, as opposed to being given the audit teamôs 
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risk assessment and then being consulted to contribute to the audit plan. Also, in comparison 

with the additional procedures that Asare and Wrightôs auditors identified to address the risks in 

the case, the fraud specialists in our study identified many more such procedures. This finding 

supports the important contribution that fraud specialists can make to the effectiveness of an 

audit plan when the risk of fraud is not low.  

 A limitation of our study is that the fraud risk specialists in our study were Canadian 

whereas the auditors in Asare and Wrightôs (2004) study were U.S. auditors. In an extension of 

this study we plan to recruit Canadian auditors to perform the experimental task to compare their 

responses to those of the auditors in Asare and Wrightôs study. It is interesting to note that when 

comparing the fraud specialists with a formal specialist designation with those without such a 

designation we found that the designated specialists made more normative adjustments to the 

audit plan to address the fraud risks raised in the case. 

 This research has the potential to contribute to further understanding of the usefulness of 

seeking the assistance of a fraud specialist and help determine the best strategy for auditors to 

use when they encounter risk factors that signal a higher than normal risk of fraud.  In particular, 

our findings suggest that involving the fraud specialists in the risk assessment process leads to 

better results than simply consulting with them by providing summary risk assessments and 

asking for input. 

 The results of this study may also provide guidance on the training of fraud specialists.  

Current fraud specialistsô training tends to be focused on the investigation of fraud once it has 

been discovered, but not actually on detection of fraud.  Clients tend to contact fraud specialists 

once a fraud has been detected within their organization.  Should auditors become more likely to 
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consult with fraud specialists then the education of such specialist may need to be revised to 

increase the usefulness and effectiveness of their counsel.   
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Table 1  

Participant Demographic Data  

 

Demographic Variable Mean /Count (Standard Deviation/ 

Percentage of the sample) 

Age 40.60 (7.42) years 

 

Gender 20 (66.7%) male 

10 (33.3%) female  

 

Years of Specialized Fraud Experience 11.76 (7.52) years 

 

Years of Auditing Experience*  5.67 (6.64) years 

 

Current Position   12 (40%) partners 

15 (50%) senior managers and directors 

3 (10%) managers 

 

CA designation  25 (83.3%) yes  

5 (16.7%) no 

 

CPA designation 3 (10 %) yes 

27 (90%) no 

 

CFE designation 10 (33.3%) yes 

20 (66.7%) no 

 

IFA designation 20 (66.7%) yes 

10 (33.3%) no 

 

If IFA, how received 10 (33.3%) DIFA program 

5 Examination 

7 Grandfathering 

 

If IFA, what year received designation 5 (25%) in 2000 

4 (20%) in 2001 

3 (15%) in 2003 

2 (10%) in 2004 

1 (5%) in each of 2005, 2006, and 2007 

3 (15%) did not state year 

 

Fraud practice, %  52.98 (27.74), n=28 

Litigation practice, % 35.80 (21.36), n=23 

Valuation practice, % 28.33 (10.00), n=4 

Audit practice, % 17.00 (24.29), n=5 

Tax Practice, % 30.00 (0.00), n=1 

Size of the firm 15 (50%) Big Four 

15 (50%) Medium-size firm 

Number of times contacted for consultation by audit 

group during the last 5 years**  

4.84 (9.65) 

Notes: 

*Range of audit experience was from 0 minimum to 36 maximum years; range of specialized fraud 

experience was from 4 minimum to 30 maximum years. 

**Range was from 0 minimum (11 participants) to 45 (one participant) times. 
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Table 2 

Descriptive Statistics 

 

Variable n Min  Max Mean Std. 

Dev. 

Panel A      

Number of fraud risk factors checked off on the checklist*  16 4 16 9.19 3.692 

Inherent Risk assessment (IR)**  16 2 9 6.00 2.191 

Control Risk Assessment (CR) 16 2 8 4.81 2.040 

Fraud Risk Assessment (FR) 16 4 10 6.75 1.571 

Panel B      

Number of standard procedures selected to test aged trial balance 

(out of 3) (stdtestATBscore) 

25 1 3 2.52 .653 

Number of standard procedures selected to test confirmations (out 

of 6) (stdCONFIRMscore) 

25 1 6 5.24 1.234 

Number of standard procedures selected to test for adequacy of bad 

debt provision (out of 4) (stdBADDEBTscore) 

25 0 4 3.04 1.060 

Number of standard procedures selected to test cut off (out of 2) 

(stdCUTOFFscore) 

25 1 2 1.80 .408 

Number of standard procedures selected as analytical procedures 

(out of 8)  (stdANALYTICSscore) 

25 0 6 4.76 1.562 

Percentage of standard procedures selected from the entire standard 

program (stdPROGRpercent) 

25 21.74 91.30 75.47 17.70 

Panel C      

Proposed revisions to the time budget for the final audit program 

for tests of aged trial balance, in % relative to original budget 

(testATBrev) 

26 -10 10 1.23 3.819 

Proposed revisions to the time budget for the final audit program 

for confirmations, in % relative to original budget (CONFIRMrev) 

29 -15 15 4.93 5.669 

Proposed revisions to the time budget for the final audit program 

for tests of adequacy of bad debt provision, in % relative to original 

budget (BADDEBTrev) 

27 0 15 5.59 4.601 

Proposed revisions to the time budget for the final audit program 

for cutoff tests, in % relative to original budget (CUTOFFrev) 

26 0 20 7.85 5.856 

Proposed revisions to the time budget for the final audit program 

for analytical procedures, in % relative to original budget 

(ANALYTICSrev) 

26 0 20 5.08 5.599 

Proposed revisions to the time budget for the final audit program 

for other tests, in % relative to original budget (OTHERTESTSrev) 

27 -10 50 7.96 11.203 

Proposed revisions to the time budget for the final audit program 

for all tests, in % relative to original budget (TOTALREVHRSrev) 

26 5 70 21.62 15.200 

Notes: 

*Only half of the participants (16 out of 31) were provided with fraud factor checklist, the other half 

received recommended assessments of inherent, control, and fraud risk. See Table 4 for which risk factors 

were deemed as present in the case by participants. 

** Assessments were performed on a 10 point scale where 1=extremely low risk, and 10-exteremely high 

risk. 
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Table 3 

Presence of Fraud Risk Factors in the Case as Rated by Participants in ñNo Risk 

Assessment Provided (Fraud Checklist Provided)ò Condition (Version Type B) 

 

Fraud Risk Factors based on Asare and Wright (2004) Checklist YES 

(n, %) 

NO 

(n, %) 
Managementôs characteristics and influence over the control environment:  

Is a significant portion of managementôs compensation represented by bonuses, stock 

options, or other incentives, the value of which is contingent upon the entity achieving 

unduly aggressive targets for operating results, financial position, or cash flow?  

15 (93.8%) 1(6.3%) 

Is there an excessive interest by management in maintaining or increasing the entityôs 

stock price or earnings trend through the use of unusually aggressive accounting 

practices? 

10 (62.5%) 6(37.5%) 

Is there a practice by management of committing to analysts, creditors, and other third 

parties to achieve what appear to be unduly aggressive or clearly unrealistic forecasts? 

10(62.5%) 6(37.5%) 

Does management show an interest in pursuing inappropriate means to minimize 

reported earnings for tax-motivated reasons? 

0(0%) 16(100%) 

Does management have an ineffective means of communicating and supporting the 

entityôs values or ethics, or communication of inappropriate values or ethics? 

3(21.4%) 11(78.6%) 

Is management dominated by a single person or small group without compensating 

controls such as effective oversight by the board of directors or audit committee? 

9(56.3%) 7(43.8%) 

Does management fail to correct known reportable conditions on a timely basis? 1(6.3%) 15(93.8%) 

Does management set unduly aggressive financial targets and expectations for 

operating personnel? 

9(56.3%) 7(43.8%) 

Does management display a significant disregard for regulatory authorities? 0(100%) 16(100%) 

Does management continue to employ an ineffective accounting, information 

technology, or internal auditing staff? 

0(100%) 16(100%) 

Has there been a high turnover of senior management, counsel, or board members? 0(100%) 16(100%) 

Are there frequent disputes with the current or predecessor auditor on accounting, 

auditing, or reporting matters? 

0(100%) 16(100%) 

Is there any known history of securities law violations or claims against the entity or its 

senior management alleging fraud or violations of securities laws? 

0(100%) 16(100%) 

Risk factors relating to industry conditions:   

Is there a high degree of competition or market saturation accompanied by declining 

margins? 

15(93.8%) 1(6.3%) 

Is the industry declining with increasing business failures and significant declines in 

customer demand? 

12(75%) 4(25%) 

Risk factors relating to operating characteristics and financial stability:   

Is the client unable to generate cash flows from operations while reporting 

earnings and earnings growth? 

3(18.8%) 13(81.3%) 

Are there significant pressures to obtain additional capital necessary to stay 

competitive considering the financial position of the entity-including need for funds to 

finance major research and development or capital expenditures? 

9(56.3%) 7(43.8%) 

Are assets, liabilities, revenues, or expenses based on significant estimates that involve 

unusually subjective judgments or uncertainties, or that are subject to potential 

significant change in the near term in a manner that may have a financially disruptive 

effect on the entity-such as ultimate collectibility of receivables, timing of revenue 

recognition, realizability of financial instruments based on the highly subjective 

valuation of collateral or difficulty-to-assess repayment sources, or significant deferral 

of costs? 

11(68.8%) 5(31.3%) 

Are there significant, unusual, or highly complex transactions, especially those close to 

year-end, that pose difficult ñsubstance over formò questions? 

15(93.8%) 1(6.3%) 

Are there difficulties in determining the organization or individual(s) that control(s) the 

entity? 

0(100%) 16(100%) 
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Has the company experienced an unusually rapid growth or profitability especially 

compared with that of other companies in the same industry? 

5(31.3%) 11(68.8%) 

Is the company vulnerable to changes in interest rates? 8(50%) 8(50%) 

Does the company have an unrealistically aggressive sales or profitability incentive 

programs? 

11(68.8%) 5(31.3%) 

Is there a threat of imminent bankruptcy or foreclosure, or hostile takeover? 0(100%) 16(100%) 

Is there a poor or deteriorating financial position when management has personally 

guaranteed significant debts of the entity? 

1(6.3%) 15(93.8%) 
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Table 4 

Comparisons of Risk Assessments Provided by Participants in Version B ï ñNo Risk 

Assessment Provided (Fraud Checklist Provided)ò Condition against Asare and Wright 

(2004) (Panel A) and against Values Given to Participants in Version A - ñRisk Assessment 

Provided (No Fraud Checklist Providedò Condition (Panel B) 

 
Panel A: Comparisons of Risk Assessments Provided by Participants in ñNo Risk Assessment Providedò 

Condition against Asare and Wrightôs (2004) Participants in Similar Condition (with Fraud Checklist) 

Type of Risk and Test Value t df p-value Mean 

Difference 

95% Confidence 

Interval  

Lower         Upper   

Inherent Risk (IR): 5.47 .968 15 .349 .530 -.64 1.70 

Control Risk (CR): 3.64 2.299 15 .036 1.173 .09 2.26 

Fraud Risk (FR): 4.67 5.297 15 .000 2.080 1.24 2.92 

 

Panel B: Comparisons of Risk Assessments Provided by Participants in ñNo Risk Assessment Providedò 

Condition against Values Given to Participants in ñRisk Assessment Providedò Condition   

Type of Risk and Test Value t df p-value Mean 

Difference 

95% Confidence 

Interval  

Lower         Upper   

Inherent Risk (IR): 5.9  .183 15 .858 .100 -1.07 1.27 

Control Risk (CR): 3.7  2.181 15 .046 1.113 .03 2.20 

Fraud Risk (FR): 5.1   4.202 15 .001 1.650 .81 2.49 
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Table 5 

Participantsô Agreement with Standard Audit Program for Revenue Cycle  

from Asare and Wright (2004) 

 

Standard Audit Program for Revenue Cycle  

from  Asare and Wright (2004) 

  YES 

  (n, %) 

NO 

(n, %) 
Aged Trial Balance: 

Obtain an aged trial balance of trade receivables as of the date selected for confirmation 

procedures.  Perform the following: 

a. Cross-foot the totals and re-foot the total column and analysis columns. 

b. Trace total to the general ledger control account and to the lead schedule or working 

trial balance.  

c. On a test basis, trace entries for individual customers on the aging analysis (totals and 

aging detail) to the individual accounts in the accounts receivable subsidiary ledger and 

select individual accounts from the subsidiary ledger and trace totals and aging detail to 

the aged trial balance to determine if aging is correct.  Test footings of individual 

customer accounts in the subsidiary ledger. 

 

 

18 (72%) 

 

24 (96%) 

 

 

21 (84%) 

 

 

 

7 (28%) 

 

1 (4%) 

 

 

4 (16%) 

 

Confirmations:  

Select individual customer accounts for confirmation  procedures from the aged trial 

balance  and arrange for the preparation of confirmation requests to be mailed under the 

auditorôs control and tested as follows: 

a. Trace individual confirmation requests as to balances and addresses to the subsidiary 

accounts receivable records. 

b. Send confirmations (using envelopes with the auditorôs return address) and prepare 

confirmation statistics. 

c. Trace confirmation replies to the trial balance and investigate replies with differences. 

d. Obtain new addresses for all confirmations returned by the post office and re-mail. 

e. Send second requests for all unanswered positive confirmation requests.  Consider 

sending third requests by registered or certified mail and performing alternative auditing 

procedures. 

f. Ascertain whether any accounts or notes have been assigned, pledged, or discounted 

by reference to minutes, review of agreements, confirmation with banks, etc. 

 

 

 

 

19 (76%) 

 

25 (100%) 

 

24 (96%) 

20 (80%) 

22 (88%) 

 

 

21 (84%) 

 

 

 

 

 

6 (24%) 

 

0 (0%) 

 

1 (4%) 

5 (20%) 

3 (12%) 

 

 

4 (16%) 

 

Adequacy of Bad Debt Allowance: 

Obtain or prepare an analysis of the allowance for doubtful accounts for the period and 

review adequacy of the allowance and related provision by: 

a. Review the aged trial balance as of the balance sheet date with the clientôs credit 

manager or other responsible individual to identify accounts of a doubtful nature and 

allowances required; review correspondence files and other relevant data in support of 

clientôs representations.  Items reviewed should include past-due amounts and significant 

amounts whether past due.  

b. Examine credit reports for delinquent and large accounts. 

c. Review confirmation exceptions for indication of amounts in dispute. 

d. Consider requesting audited financial statements for large accounts that are past due 

and appear doubtful. 

 

 

 

 

22 (88%) 

 

 

 

22 (88%) 

22 (88%) 

11 (42%) 

 

 

 

 

 

3 (12%) 

 

 

 

3 (12%) 

3 (12%) 

14 (58%) 

 

Cut-off Tests: 

Perform cut-off tests for sales and returns: 

a. Select sales invoices for testing from the sales register for several days before and after 

year-end and examine shipping records and determine that they were recorded in the 

proper period. 

b. Select credit memos issued after year-end and examine underlying documentation (for 

example, record of receipt of returned goods) to determine period to which credit memo 

is applicable and whether it was recorded in the proper period. 

 

 

22 (88%) 

 

 

23 (92%) 

 

 

 

3 (12%) 

 

 

2 (8%) 

 

Analytical Procedures: 

Analyze and review trends for the following relationships: 
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a. Accounts receivable to credit sales. 

b. Allowance for doubtful accounts to accounts receivable (in total and in relation to 

past-due categories per aging analysis). 

c. Sales to returns and allowances. 

d. Expense provisions for doubtful accounts to net credit sales. 

e. Expense provisions for doubtful accounts to write-offs. 

f. Moving average relationship of write-offs to trade receivables. 

g. Average balance per customer. 

h. Ratio of account receivable to current assets. 

23 (92%) 

23 (92%) 

 

23 (92%) 

19 (76%) 

16 (64%) 

15 (60%) 

14 (56%) 

14 (56%) 

 

2 (8%) 

2 (8%) 

 

2 (8%) 

6 (24%) 

9 (36%) 

10 (40%) 

11 (44%) 

11 (44%) 
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Table 6 

Relation of Participantsô Agreement with Standard Audit Program to Provided Risk 

Assessments (Availability of Fraud Checklist) and IFA Designation 

 
Panel A: MANOVA Between-Subjects Effects Using Groups-of-Testsô Scores in the Standard  

Program as Dependent Variables 

Source Dependent Variable Type III Sum 

of Squares 

df            

F 

p-value 

Checklist stdtestATBscore .021 1 .052 .821 

  stdBADDEBTscore .301 1 .303 .588 

  stdANALYTICSscore .007 1 .003 .955 

  stdCUTOFFscore .091 1 .594 .449 

IFA stdtestATBscore 1.369 1 3.341 .082 

  stdBADDEBTscore 3.080 1 3.101 .093 

  stdANALYTICSscore 6.786 1 3.247 .086 

  stdCUTOFFscore .007 1 .044 .835 

Checklist * 

IFA 

stdtestATBscore .386 1 .943 .343 

  stdBADDEBTscore 1.732 1 1.744 .201 

  stdANALYTICSscore 7.670 1 3.671 .069 

  stdCUTOFFscore .470 1 3.070 .094 

Error stdtestATBscore 8.603 21     

  stdBADDEBTscore 20.857 21     

  stdANALYTICSscore 43.881 21     

  stdCUTOFFscore 3.214 21     

 
Panel B: ANOVA Between-Subjects Effects Using Total Standard Program Score in the  

Standard Program as Dependent Variable 

Source Type III Sum 

of Squares 

df          F      p-value 

Corrected Model 92.490 3 2.121 .128 

Intercept 5931.285 1 408.023 .000 

IFA 40.702 1 2.800 .109 

Checklist 2.414 1 .166 .688 

IFA * Checklist 37.951 1 2.611 .121 

Error 305.270 21     

Total 7932.000 25     

Corrected Total 397.760 24     

 




