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SAS 99

Consideration of Fraud in a
Financial Statement Audit

and
Your Duty to Detect Fraud

Update

July 1, 2004
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Key Dates and Basis

× Issued in October 2002

× Effective for periods beginning on or after 
December 15, 2002

× Supersedes SAS 82 and amends SASs 1 & 85

× Stemmed from corporate scandals in 2002 and 
financial statement restatements
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What is Fraud?

× An intentional act that results in a 
material misstatement in financial 
statements that are the subject of an audit

× What is the difference between fraud and 
error?
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Auditorôs Responsibility

×Plan and perform the audit to obtain 
reasonable assurance about whether the 
financial statements are free of material 
misstatement, whether caused by error or 
fraud



Basic Word and Excel Skills 3

Maze & Associates, Continuing Education
5

Expectation Gap

×Many small governmental clients have the 
expectation that the auditor should detect 
all cases of fraud, whether the financial 
statements are materially misstated or not

× It is important to inform clients about the 
auditorôs responsibility under professional 
standards
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Types of Fraud

×Fraudulent Financial Reporting

×Misappropriation of Assets
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Types of Fraud -
Fraudulent Financial Reporting

× Two Stages

üMisstatement

üConcealment

×General Types

üIntentional misapplication of GAAP involving 
measurement

üIntentional misapplication of GAAP involving 
disclosure

üRecording fictitious transactions

üRecording sham transactions
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Types of Fraud -
Misappropriation of Assets

¸ Three Stages

ïTheft

ïConcealment

ïConversion

¸ Forms

ïOff-the-Books vs. 

On-the-Books

ïInformation 

Technology

¸ General Types
ïFictitious invoices or 

vendors

ïInventory theft

ïAccounts receivable 
manipulation

ïDiversion of sales or 
voids and sales return 
schemes

ïTheft or shorting of a 
daily deposit

ïPayroll fraud

ïPetty cash theft

ïExpense account abuse

ïConflicts of interest


