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Skepticism

© Doubt as to the truth of something
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Professional Skepticism

07 Due professional care requires the auditor to exercise professional skepticism.
Professional skepticism is an attitude that includes a questioning mind and a
critical assessment of audit evidence. The auditor uses the knowledge, skill, and
ability called for by the profession of public accounting to diligently perform, in
good faith and with integrity, the gathering and objective evaluation of evidence.

08 GCathering and objectively evaluating audit evidence requires the auditor to
consider the competency and sufficiency of the evidence. Since evidence is
gathered and evaluated throughout the audit, professional skepticism should be
exercised throughout the audit process.

09 The auditor neither assumes that management is dishonest nor assumes
unquestioned honesty. In exercising professional skepticism, the auditor should not
be satisfied with less than persuasive evidence because of a belief that

management is honest.




Professional Skepticism:
The Heart of Audit

Katharine Bagshaw | September 6, 2018 | | =

* An effective sceptic is neither a cynic nor a dupe - Exercising skepticism
means not accepting the first answer at face value without following up,
even if it sounds plausible. It also means not asking questions ad
infinitum because real audits have deadlines. It’s about asking the right
questions, following up answers and knowing when to move on.
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Presenter’s Point of View

There has never been
a greater need for
Skepticism
In our lives
than right now.






Agenda

1. The Barriers
s Anchoring Bias
» Confirmation Bias
o Truth-default Bias
¢ Authority Bias

2. Retrograde Analysis & Skepticism Failures

3. Critical Thinking

s. Real Time Skepticism: 5 Examples

s. Discussion, questions, feedback & pushback
.. 90...What’s Our Role?
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Anchoring
Bias

Giving a disproportionate
weight to the first piece of
information we receive.

Skepticism and The Auditor:
Challenges and Solutions

JOHNJ.HALL



The human brain forms
® a bias for the things It
sees and hears first




Confirmation
Bias

Skepticism and The Auditor:
Challenges and Solutions
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Confirmation Bias

The human tendency to irrationally
believe new information
supports your existing view
even when it doesn’t
Management v. Audit View




Confirmation Bias

Confirmation bias isn’t
an occasional bug
In our human operating system.

It IS our operating system.



Talking

T Truth-Default Bias

Stra ngers

Truth-Default Theory is the theory that when a stranger is lying,
human beings default to assuming truth in others. We want to

believe that what others tell us is true, and we'll default to truth
unless, or until, our doubts can’t be explained or rationalized.

Malcolm

Gladwell




AUTHORITY BIAS

Tendency to assign
greater value to or
be influenced by
an authority figure
even when we believe
them to be wrong
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Skepticism Learning Tools

Retrograde
Analysis
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€he New Jork Times

Cafeteria Workers Stole Nearly $500,000 in Lunch
Money From Schools, Police Say

By Siw o™ Wev v n>




Former Cox Communications VP sentenced for
embezzlement

May 31, 2018, 5:20am EDT

Janet West, a former vice president at Cox Communications, was
sentenced to two years, one month in federal prison for her part in
an embezzlement scheme that cost the company millions of
dollars.

Waest, 49, was in charge of a nationwide field marketing plan to

bring gigabit speed connections to markets throughout the

U.S. Beginning in 2011, West directed her assistant to make

payments, on the assistant’s corporate credit card, to a third-party BYRON SMALL | ATLANTA BUSING

company for supposed mar'etmg services. In reality, a significant Byung J. “BJay” Pak Is U3, Attorney for the Northern
e

Dustriot of Georgn

portion of the marketing services never occurred and the majority

of the payments for the services were covertly transferred back to

the defendant. The defendant caused Cox Communications to make payments to the third party, totaling
$2.4 million

“This greedy defendant misused her high-ranking position to deceive and steal millions of dollars from
her employer,” said U.S. Attorney Byung J. “Blay” Pak, “She then used the money to fund her own lifestyle,
including paying for two houses she owned.”

The prison time will be followed by three years of supervised release. West was also ordered to forfeit her
interest in the two properties and to pay full restitution to the victim.

Mark Meltzer
Executive Editor ]

rer R Atlanta Business Chronicle
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$461,646 in Pay for One Worker: M. T A.

Overtime Scrutinized by Prosecutors

Handwritten bookkeeping is still in use at the Long Island
Rail Road. Now the practice is the subject of a federal inquiry.

€he New Hork Times
Saturday, May 18, 2019




Home Depot Worker Swapped

$387,500 in Fake Bills for Real Ones,
Officials Say

The U.S. Secret Service said Adrian Jean Pineda bought prop
$100 bills, which are used for entertainment purposes, and
swapped them for genuine currency for four years.

By Eduardo Medina

2 veoren 1200 G NCW Pork Times

Published Feb. 6
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BREAKING Oct 6, 2020, 05:31pm EDT 2,780 view

Former Austin Library Employee
Accused Of Stealing $1.3 Million In
Printer Toner

Carlie Porterfield Forbes staff (P
Business
I cover breaking news.

ToPLINE A former public library employee has been accused by Austin auditors of

buying and then stealing at least $1.3 million worth of printer toner from work in
order to resell it online and pocket the cash, charges the auditor’s office alleges

took place over more than a decade-long career at the library.




Former Yale Official Admits to $40
Million Fraud Scheme

For a ni('(.l(i(‘_ a Yale School of \Tmiu ine administrator used
university funds to buy computer equipment, which she resold to

pay for luxury cars, real estate and vacations, the authorities said
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Yale University
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ﬁ CONTRACTORS, INC

CONTRACT CHANGE ORDER AUTHORIZATION
VARSITY CONTRACTORS, INC.

General Contractor: Varsity Contractors, Inc.

Address: Change Order | 1]
Contract No. | 1472602045]
Date: 11/25/XXXX
Previous Approved Changes: | $ -
Original Contract Amount: Ls 36,479.00 |
Gottschalks 8 inch water relocate
Add: |'s 8,323.37 |
|Total Revised Contract Amt.: [$ 44,802.37 |
1|Locate services $ 243.52
2|Reconnect unkown 2" water service to Bank Of America $ 1,875.50
Install new gate valve, tee, 6" DI pipe w/mega lugs and (2) 45 degree bends for unknown 6 inch
3|[service line for hydrant. $ 3,115.75
4|Breaking out of concrete from sidewalk for asphalt prep $ 574.75
5|Crushed rock import for trench backfill $ 2,513.85
Subtotal Subtotal of all of the above added expenses due to changes to contract $ 8,323.37
[Total: [$ 8,323.37

Furnish all necessary labor, material and equipment to provide the following additional work as approved
by the OWNER:

Terms and conditions of original contract apply to all Change Orders.
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‘ CONTRACTORS, INC

CONTRACT CHANGE ORDER AUTHORIZATION
VARSITY CONTRACTORS, INC.

General Contractor: Varsity Contractors, Inc.

Address: Change Order
Contract No.

Phone: Date:

Project Name:

Gottschalks 8 inch water relocate

Project Address:

243.52
$ 1,875.50
Egree bends for unknown 6 inch
$ 3,115.75
$ 574.75
import for trench $ 2,513.85
f@bove added expenses due to changes to contract $ 8,323.37
| IE3 8,323.37

and equipment to provide the following additional work as approved

Of original contract apply to all Change Orders.

&
JOHNJ.HALL



O’Hare
Early Morning
Layover



Skepticism Challenge

War Stories
Versus
Action Lessons

JJJJJJJJJJ



...begin (plan)
with the
PRESUMPTION
that a BELIEF iIs flawed




Believers & Doubters
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o Critical
Thinking




Critical Thinking Attributes

. Understand the logical connections between ideas
ldentify, construct & evaluate arguments

. See inconsistencies & mistakes in reasoning

. Solve problems systematically

ldentify the relevance & importance of ideas

. Reflect on the justification of beliefs and values




...begin (plan)
with the
PRESUMPTION
that a BELIEF iIs flawed




Critical Thinking Attributes

Understand the logical connections between ideas
ldentify, construct & evaluate arguments

. See inconsistencies & mistakes in reasoning

. Solve problems systematically

ldentify the relevance & importance of ideas

Reflect on the justification of beliefs and values

. Objectively consider others Point of View
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Believers & Doubters

WWYDN

(What Would You Do Next?)



Example 1

You are a manager in an automobileassembly plant
tasked every Friday afternoon with reviewing and
approving weekly time sheets for over 100 employees.

Your employee Jerry works on the production line along
with ten other employees.

Jerry’s time sheet for this week shows seven hours of
overtime spread over four days. Therest of the team
has no overtimereported.

You have never had reason to question Jerry’s weekly
timesheetduringthe five years he has worked for you.

Thetimesheets areduein the payrolldepartmentin 15
minutes.



Example 2

You are an accounting manager in a medium-sized division
of a largeinternational company.

Times are still tough a year after the pandemic dueto labor
shortages plus unrelated supply chain disruption for critical
raw material components used in your products.

Itis the end of the third accounting quarter,and earnings
are dueto headquartersintwo hours.

For aweek, you have been trying to get comfortable with
the support behind an important accrual entry your boss,
the controller, wants you to post. But you aren’t there yet.
Theentry would swing reported resultsfrom aloss to a
modest gain in quarterly earnings. #



Example 3

You havethreeyears of experience as a financial statement
auditoremployed by local CPA firm (25 professional staff).

The firm’s largest client is a well-respected contractor who
provides services to their customers thru multi-year
consulting contracts.

Revenueis ‘earned’ and recorded based on the ‘percentage
of completion’ method applied to each customer contract.

Your task is to verify the percentage of completion
estimates stated by your client’s chief financial officer.

You feel that the estimates are aggressive in an attemptto
Improve profitability. But your audit manager suggests that
it will all balance out overtime. £



Example 4

You high schoolage daughtercomes home from school
and tells you that are drugs being openly sold in the
hallways between classes.

She ‘heard’ that one of the most-respected teachersis
supplyingthe drugsto a few trusted students, who then
resell the drugs to anyone interested.

Theword is that administrators and the lone security
officerin the school are aware but afraid to do anything
proactiveaboutit for their own and job security safety
reasons.




Example 5

Slowing down to the posted speed limit will improve
O mileage by an average of 17% ($0.68 per gallon when
gasis $4.00)
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What'’s
Being Missed
Right Now?
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THE BIG QUESTION
What's

our role?




I believe I’'m better than | am...
and no one is telling me otherwise




D

Believers & Doubters

We are
Professional
Doubters



Believers & Doubters

Doubters
Check Facts



High-Leverage
Behaviors

A few simple but
critical behaviors










Skepticism Behaviors

o 1. Look for indicators
2. Ask “How do | know?”
3. When in doubt, doubt

4. Resolve or refer suspicions




RESOLVE



Thoughts
Questions

Comments
Suggestions
Well-Reasoned Arguments




Thank You

John@JohnHallSpeaker.com
312-560-9931
www.JohnHallSpeaker.com
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