Statement of auditing standards 99
SAS No. 99 provides standards and guidelines to external auditors in performing their duty towards fraud in the audit of an organization. The new standard tries to make the auditor to consider fraud flawlessly blended into the audit process and continually revised until the audit is completed.

SAS No. 99 explains fraud as an intentional activity, which leads to material misstatements in the financial statements. The standard recognizes two types of frauds: misstatements due to fraudulent financial reporting, such as, falsifying financial books; and misstatements due to misappropriation of the entity's assets, such as, stealing assets.

SAS No. 99 describes a process that the auditor: collects information required to recognize material misstatement risks as a result of fraud; measures the misstatement risks after taking into consideration an evaluation of the firm's processes and preventive measures; and reacts to the outcomes.

SAS No. 99 expects auditors to approach the audit with professional skepticism and sober mind and not to over rely on the client's representations and biases. The auditor should also ignore past engagements and remain focused. The new standard proposes that auditors should be ready to give a more serious, skeptical mind-set on their duties, especially when planning the audit and the evaluating the audit evidence.

The new standard requires the engagement team to engage in brainstorming sessions to discuss the potential for material misstatements in the financial statements resulting from fraud before and during the audit process. Brainstorming should be conducted with a duty of care expected of the auditors. SAS No. 99 explains that the core objective of brainstorming is to gather ideas on how fraud could be perpetrated and covered up in the firm by employee or the management and how to respond to case of fraud arising. The new standard also expects that the engagement team members to consult through the exercise about the seriousness of material misstatements as a result of fraud. This new requirement is a problem to implement many entities, consultants and business owners say that the brainstorming sessions fade soon after they are implemented and don not continue in the whole audit process.

The standard requires the engagement team to make inquiries to the management about their consciousness and perception towards fraud. According to the outcome of the analysis done in the audit planning, the auditors can enlighten the management on the antifraud programs and measures it can take to prevent and identify fraud, for instance, enabling an ethical culture; enacting non-fraud programs and measures; and coming up with an efficient program oversight process.

SAS No. 99 requires that when auditors are collecting information about the client and its environment, they should put into consideration if the information shows that either a fraud risk factor was considered.

The new standard explains that auditors should determine fraud risks by performing audit tests. An effective synthesis is done on the ascertained risks to assess whether the entity is susceptible to material misstatements as a result of fraud, the kind of potential frauds and how these frauds can be covered up.

The new standard includes other documentation requirements not in the older standard: how brainstorming sessions were conducted; procedures used to assess fraud risk; how fraud was communicated to those concerned; and outcome of the procedures done to respond to risk of management overriding controls.

The main problem with SAS No. 99 according to consultants and business owners is that many practices are proposed instead of required. For example, it is proposed that auditors consider sudden procedures which make it easier to perpetrate fraud. Also the SAS No. 99 does not bridge the expectation gap. The guidelines and requirements made in the standard widen the expectations on the audit field. Thus, engagement teams ought to put into consideration the requirements of the new standard as the only expected work is to detect fraud. They should be ready to provide answers for decisions taken not to implement one of the required procedures highlighted in the standard.
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