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ABSTRACT

Drawing on the triangulation framework of audit evidence (Bell, Peecher, & Solomon, 2005;
Peecher, Schwartz, & Solomon, 2007), we experimentally test for the conditions, if any,
under which financial-statement auditors alter their fraud-risk assessments based on
whether external evidence provides positive or negative news about underlying business
performance. We focus on the condition in which two kinds of management-controlled
audit evidence - evidence from the financial statements and evidence from internal data
depicting performance of a key business process - is contradicted by external evidence
suggesting that a key business objective has not been attained. According to the triangula-
tion framework, such contradictory external evidence should heighten auditors’ skepticism
about the veracity of management-controlled evidence and increase their assessment of
fraud risk.

The experimental findings indicate that auditors’ assessments of fraud risk significantly
depend on whether or not external evidence disconfirms the attainment of a key business
objective, but only when conflicting messages are provided by the two kinds of internal
evidence. Importantly, auditors did not rely on external evidence when, in isolation, the
two kinds of management-controlled internal evidence both suggested low fraud risk.
Auditors’ failure to use external evidence as a means of ensuring the veracity of manage-
ment-controlled internal evidence is more consistent with a credulous than with a skepti-
cal mindset.

Crown Copyright © 2011 Published by Elsevier Ltd. All rights reserved.

Introduction

Recent regulation both in the USA (SAS 99; AICPA, 2002;
PCAOB, 2007) and internationally (ISA 240) has placed
increased responsibility on auditors for the detection of
financial statement fraud. The Public Company Accounting
Oversight Board (PCAOB) has reminded auditors of the
importance of being diligently focused on their responsi-
bilities to detect fraud (PCAOB, 2007, 2008). However,
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fraud can be difficult to detect as “some members of man-
agement may even seek to conceal outright fraud by
strategically altering information they expect the auditor
will obtain as evidence” (Bell, Peecher, & Solomon, 2005,
p. 19).

This changed regulatory environment, as well as soci-
ety’s demand for greater protection, implies increasing
minimum evidence requirements and increased responsi-
bilities for auditors in relation to fraud detection (Peecher,
Schwartz, & Solomon, 2007). This focuses interest on how
auditors respond to different types of evidence when mak-
ing fraud related judgments. With the aim of meeting soci-
ety’s expectations with respect to financial statement
fraud, new evidence frameworks have been developed. In
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Bell et al. (2005) the concept of evidentiary triangulation?
is positioned as a conceptually normative way for auditors
to acquire and evaluate complementary sources of evidence
and to rely on that evidence in updating their risk assess-
ments. As part of triangulation, the auditor can obtain
evidence from the management-controlled financial state-
ment process, management-controlled evidence depicting
performance in key business processes (e.g., internal con-
trols, production and marketing reports) or external evi-
dence on whether a key business objective has been
attained (e.g., information from customers or other external
parties). Use of this external evidence is of particular interest
because it is not easily manipulated by management com-
pared with other sources of evidence that are subject to dif-
ferent degrees of management influence (Peecher et al.,
2007).

Understanding the use of evidentiary triangulation
(hereafter referred to as ‘triangulation’) by auditors is
important given the view that “triangulation enables audit
quality improvement” particularly in situations where the
auditor is concerned about intentional misstatement (Bell
et al.,, 2005, p. 29). Specifically, Peecher et al. (2007) note
that while the triangulation framework provides consider-
able promise for improving auditor fraud detection capa-
bilities, there is a need for research that demonstrates
more precisely the conditions under which external evi-
dence, providing information about underlying business
performance, can better detect material misstatements
that stem from management fraud (Peecher et al., 2007).
It is this question that we address.

In the context of an accounting fraud, we test hypothe-
ses for auditors’ use of external evidence depicting perfor-
mance of a key business process. Management has
implemented an accounting fraud involving overstated cli-
ent revenue® (and profitability) using one of two types of
strategies to conceal the fraud (‘concealment strategies’).
The two concealment strategies produce financial results
that have different levels of compatibility with the client’s
strategic business objectives and results of operations dur-
ing the period. In all treatments, the controller provided
the same fraudulent explanation for the higher-than-
expected revenue number. In order to assess fraud risks at
the planning stage of an audit, senior auditors were given
the unaudited financial statement numbers (under the two

2 The term triangulation originated in surveying and navigation litera-
tures where those skeptical of the validity of measured distances used the
laws of trigonometry to assess that individual measures cross checked (Bell
et al., 2005, fn. 49). Currently the term triangulation is most commonly
used by social scientists. If different research methods (e.g., archival,
experimental and interview data) all point to the same conclusion, there is
greater support for the theory being tested. The strength of the triangu-
lation depends on the independence of the methods used (Harvey,
MacDonald, & Hill, 2000; Yin, 1994). A similar but slightly broader use of
the term ‘triangulation’ is used in the public health literature where
triangulation is defined as “the synthesis and integrated analysis of data
from multiple sources” (Global Health Sciences, 2010). The term ‘eviden-
tiary triangulation’ used by Bell et al. (2005) similarly synthesizes evidence
from multiple sources.

3 Overstating revenue is a very common method of fraud with studies
showing between 38% and 50% of frauds involving overstating revenues
either by reporting revenues prematurely or by creating fictitious revenue
transactions (see review by Hogan, Zabihollah, Riley, & Velury, 2008).

different concealment strategies), business process perfor-
mance evidence, and external evidence on levels of achieved
customer satisfaction for increased sales. Given both consis-
tent and inconsistent fraud risk implications for profiles of
the financial statement and internal business process perfor-
mance evidence, we examine the impact on fraud risk
assessments of external evidence on the performance of a
key business objective.

There are three major contributions of this research.
First, in an environment where there is increased emphasis
on fraud detection, there is a need to rethink the types of
evidence used (Hammersley, 2011; Hoffman & Zimbelman,
2009; Peecher et al., 2007). Here we examine fraud risk
assessments of auditors when they simultaneously use dif-
ferent sources of evidence that are subject to different de-
grees of management influence. While some forms of
evidence can be manipulated by management, other evi-
dence is generally more difficult to manipulate as it comes
from outside the organization.

Second, as suggested by Peecher et al. (2007), there is a
need for research that addresses the conditions under which
auditors are more versus less likely to engage in triangula-
tion. Importantly, we find that external evidence, related
to key business objectives, impacts fraud assessments when
the implications of two types of management-controlled
evidence are inconsistent. However, given the ability of
management to manipulate this evidence, external evi-
dence related to business objectives should also be useful
to detect fraud in situations where the two types of evidence
controlled by management both consistently suggest a low
likelihood of fraud. This was not the case in our study even
though it is this very situation where external evidence
should be of most benefit in detecting fraud.

Third, we report results on the ability of auditors to use
evidence on the performance of the client’s business model
to assess the risk of a (seeded) accounting fraud. We
manipulate the financial statements such that there is
either relatively high or low compatibility of the asserted
financial statement numbers with the design and perfor-
mance of the client’s business model. While a lack of com-
patibility does not necessarily indicate a misstatement, it
should result in auditors refining their misstatement and
non-misstatement expectations (Peecher et al., 2007). We
find that auditors can use evidence on the performance
of the client’s business model, and its compatibility with
the financial statements, to interpret appropriately the
fraud risk implications.

Previous research and hypotheses development

Our study forms part of the stream of literature on risk-
based auditing (e.g., Bell, Marrs, Solomon, & Thomas,
1997; Knechel, 2007; Schultz, Bierstaker, & O’Donnell,
2010). Previous research has considered the impact of dif-
ferent types and sources of audit evidence (e.g., Cohen,
Krishnamoorthy, & Wright, 2000; Hirst, 1994; Phillips,
1999) but not business model evidence. We recognize that
an auditor’s expectations, and the acquisition and use of evi-
dence, depend on a rich understanding of how management
executes its business model (e.g., Knechel, 2007; Kopp &
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