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Abstract: This research aimed to analyze the influence on understanding red flags, audit 

brainstorming sessions on the capability auditor's to detect fraud. The research employed a 

quantitative approach, gathering primary data through questionnaires. A total of 74 auditors 

participated in the research, selected through convenience sampling. The outcomes provide 

empirical evidence that both understanding red flags and participating in audit brainstorming 

sessions positively impact auditors' fraud detection abilities. However, the research also 

reveals that experience does not moderate the connection between understanding red flags or 

participating in audit brainstorming sessions and the auditors' capability to detect fraud.  
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___________________________________________________________________________ 

 

1. Introduction 

 

The 2024 Occupational Fraud Report reveals that external auditors are able to identify just 3% 

of the fraudulent activities that take place within companies (ACFE, 2024). Fraud that goes 

unidentified by auditors can have negative consequences for the users of financial statements 

(Alazzabi et al., 2023; Robinson et al., 2012) Such as damage to the reputation and credibility 

of the organization (Kabuye et al., 2017) The capability of auditors must be increased to 

minimize the occurrence of failures in fraud identification for the reliability of audited financial 

statements. (Sanjaya Adi Putra & Dwirandra, 2019). Detecting fraud is not easy because it 

requires broad insight into the characteristics and methods of fraud that are often used. 

(Rustiarini et al., 2020). So an adequate external auditor is needed to audit financial reports 

because their quality will influence fraud detection (Tarjo et al., 2021).  In addition, the variety 

of underlying motives and the many ways to commit fraud, auditors do not always get a bright 

spot in detecting fraud (Kassem & Turksen, 2021) The above statement provides an 

explanation point that auditors need parameters in detecting fraud. 

 

Previous study proves that many factors affect fraud detection. One of them is the factor of 

understanding red flags by auditors (Dari et al., 2021; Drogalas et al., 2017; Edy et al., 2021; 

Mustiasanti et al., 2020; Narayana, 2020). External auditors in SAS No.99 are required to apply 

red flags parameters when detecting potential fraud (Moyes et al., 2006) Red flags are strange 

conditions or not in accordance with normal conditions that reveal the presence of fraud 

symptoms (Narayana, 2020). When the auditor sees red flags that appear during the audit, the 

auditor must take action to determine whether fraud has occurred or just an error (Said & 

Munandar, 2018). Subsequently, an understanding of red flags by auditors is exceptionally 
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significant to assist auditors uncover the indications of fraud (Fullerton & Durtschi, 2004) 

Research result (Edy et al., 2021; Gizta et al., 2020; Moyes et al., 2013; Narayana, 2020; Rahim 

et al., 2019; Sanjaya Adi Putra & Dwirandra, 2019) outcome an influence between red flags on 

fraud identification, this shows that with the understanding and knowledge of red flags 

possessed by auditors, it will make it easier for auditors to carry out fraud detection. 

 

Beyond recognizing red flags, the International Standard on Auditing (ISA 240, 2004; ISA 

315, 2004) mandates that auditors engage in brainstorming sessions to explore potential 

fraudulent activities within financial statements, aiding in the identification of fraud (AICPA, 

2003). During these brainstorming sessions, auditors are tasked with identifying factors that 

reveal fraud risk, formulating hypotheses on possible fraud scenarios, evaluating the level of 

fraud risk, and adjusting the audit plan accordingly to mitigate those risks (Chen et al., 2018). 

The implementation of audit brainstorming sessions generates more quality ideas and increases 

the assessment of fraud risk by external auditors. (Carpenter, 2007). Moreover, auditors can 

discuss and share experiences on how fraud is usually committed and hidden (DeZoort & 

Harrison, 2018; Hoffman & Zimbelman, 2009). Research results (Tang & Karim, 2019) stated 

that quality brainstorming will increase the association between fraud risk and fraud risk 

assessment. 

 

Earlier studies identified a moderating effect in the identification of fraud. Outcomes suggest 

that auditors with greater experience tend to develop enhanced insight and competence, leading 

to heightened caution, increased sensitivity, and the capability to critically evaluate red flags 

and potential errors in financial statement presentation (Sanjaya Adi Putra & Dwirandra, 2019). 

This is because experience can form technical and psychological expertise (Sulistyowati & 

Supriyati, 2016).  Auditors who have experience can share their experiences and insights about 

fraud with less experienced team members during brainstorming sessions (Brazel et al., 2010) 

Auditors can share experiences on how fraud is usually hidden and how to distinguish relevant 

information in the fraud identification process (Hoffman & Zimbelman, 2009; Lynch et al., 

2009) 

 

2. Theoretical Basis and Hypothesis 

 

Heider proposed attribution theory in 1985, which states that when watching and establishing 

the cause of a person's conduct, both internal and external elements can be considered. 

Individual control influences internal factors, while exterior control influences external factors, 

such as work easiness (Weiner, 1974, 1976). Attribution theory is frequently utilized by 

researchers in the audit setting to explain performance evaluation, auditor behavior, and 

decision-making processes. This study will use the attribution theory to describe the ability to 

detect fraud based on internal and external factors. Internal considerations, including the 

auditor's own capacity, frequently influence the auditor's ability to detect fraud. The auditor's 

capability can be achieved through the auditor's efforts such as the search for knowledge, 

training and experience (Kartikarini & Sugiarto, 2016). Internal behaviors in this study include 

experience, while understanding of red flags and audit brainstorming sessions are external 

forces. 

 

Research Hypothesis 

Understanding Red flags on the Auditor's Capability to Detect Fraud 

Attribution theory explains that in observing and determining the cause of a person's behavior, 

it is seen based on external or internal factors (Weiner, 1976). To conduct effective fraud 

identification, external factors are needed, namely by utilizing red flags parameters. The 
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auditor's understanding is an crucial role in explaining whether the existence of red flags leads 

to fraud or just an mistake (Said & Munandar, 2018). The use of red flags is one of the methods 

used by auditors to overcome financial reporting risks and detect fraud (Koornhof & du Plessis, 

2000; Moyes et al., 2013) as well as improving performance in interpreting fraud (Rustiarini et 

al., 2020). It is important for auditors to be able to recognize red flag indicators to identify 

potential fraud and detect fraud (Indrasti & Karlina, 2020). When the auditor identifies a red 

flag, they must investigate futher to determine if it indicates fraud or an error (Said & 

Munandar, 2018). Study outcomes (Adiningrat et al., 2021; D.P.I & O.J., 2020; Gizta et al., 

2020; Indrasti & Karlina, 2020; Prasetyo et al., 2015; Rahim et al., 2019) stated that red flags 

influence the auditor's capability to detect fraud. Thus it can be hypothesized: 

 

H1: Understanding red flags affects the auditor's capability to detect fraud. 

 

Audit Brainstorming Session on Auditor's Capability to Detect Fraud 

Attribution theory provides a framework for evaluating an individual's attitudes and behaviors 

by considering both internal and external factors. An audit brainstorming session represents an 

external attribution that is believed to impact an auditor's capacity to identify fraud. These 

sessions foster team collaboration, enabling the sharing of client-related information, fraud risk 

parameters, as well as collective insights, knowledge, and experience (Schuchter & Levi, 

2015). The audit brainstorming effectively supports the implementation of fraud detection by 

discussing various factors and forms of fraud, as well as identifying suitable procedures (Sagara 

& Alkotdriyah, 2020). Research results (Apandi et al., 2020) stated that after brainstorming, 

auditors have a better assessment of the risk of misstatement than before brainstorming. In 

addition, the results of research (Chen et al., 2018; DeZoort & Harrison, 2018; Edy et al., 2021; 

Laksana & Achmad, 2020; Sagara & Alkotdriyah, 2020; Tang & Karim, 2019) stated that audit 

brainstorming has an impact on decision making and detection. Thus it can be hypothesized: 

 

H2: Audit brainstorming sessions affect the auditor's capability to detect fraud. 

 

Experience Moderates the Understanding of Red Flags on the Capability of Auditors to 

Detect Fraud 

Auditors with greater experience tend to exhibit higher levels of accuracy and precision in their 

evaluation of client financial statements, that positively influences the overall quality of the 

audit outcomes (Sulistyowati & Supriyati, 2016). Identifying fraud will be effective if auditors 

have a good understanding of red flags. This is related to red flags that do not always reveal 

fraud (Narayana, 2020). Auditors with more experience and those without, there are differences 

in outcome elements that are not common (Kiswanto & Maulana, 2019). In this research, these 

uncommon elements can be interpreted as red flags. Thus it can be hypothesized: 

 

H3: experience moderates the effect of understanding red flags on the capability of auditors to 

detect fraud. 

 

Experience Moderates the effect of audit brainstorming sessions on auditors' capability 

to identify fraud 

According to the research findings (DeZoort & Harrison, 2018) audit experience has a 

beneficial impact on the outcomes of brainstorming implementation. According to the study's 

findings (Carpenter, 2007), experience influences fraud risk assessment through brainstorming. 

According to the research findings, organizing audit brainstorming sessions has a favorable 

impact on auditor performance. It is predicted that auditors' experience improves the 
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effectiveness of these brainstorming sessions, hence increasing their ability to detect fraud. 

Consequently, the following hypothesis can be proposed: 

 

H4: Experience moderates the effect of audit brainstorming on auditors' capability to detect 

fraud. 

 

3. Research Methods 

 

This research employed a quantitative research design, utilizing a survey method with primary 

data gathered through questionnaires. Data was collected by conveying questionnaires both in 

person at the Public Accounting Firms and online via Google Forms, shared through email and 

WhatsApp. A total of 74 auditors by 17 public accounting firms participated in the study. The 

data analysis was carried out utilizing SmartPLS. The choice of PLS was driven by its 

efficiency in handling small sample sizes and complex models, its capability to simultaneously 

test intricate study models, and its capability to analyze variables that are not directly 

measurable (Jogiyanto and Abdillah, 2009: 2). 

 

4. Results and Discussions 

 

Respondent Description 

 
Table 1: Outcome Description of Respondent 

Respondents’ Characteristics Freq  % 

Gender Man 57 77 

 Woman 17 23 

 Total 74 100 

Last Education Diploma/Vocational 2 3 

 S1 58 78 

 S2 14 19 

 Total 74 100 

Working Period 1-5 Years 25 34 

 6-10 Year 40 54 

 < 10 Year 9 12 

 Total 74 100 

Position Junior Auditor 17 23 

 Senior Auditor 47 64 

 Supervisor 3 4 

 Manager 2 3 

 Partner 4 5 

 Team Leader 1 1 

 Total 74 100 

 

According to table 1, that outlines the respondents' characteristics, the research involved 74 

participants. The majority of respondents were male, held an undergraduate degree as their 

highest level of education, had worked for 6-10 years, and primarily held positions as senior 

auditors. 
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Indicator validity (Outer loading and Convergent validity (AVE)) 

The outer loading score is used to examine the convergent validity of indicators. A parameter 

is considered valid if the outer loading value is greater than 0.70. In addition, the Average 

Variance Extracted (AVE) must be more than 0.50 to achieve the minimal validity 

requirements. If the outer loading score goes below 0.70 but remains above 0.40, and the AVE 

is still larger than 0.50, the parameter can be kept. However, if the outer loading value is less 

than 0.40, the model should delete it (Hair et al., 2017, p. 137) 

 

 
Figure 1: Outer Model Testing outcomes 

 

According to the outcomes presented in figure 1, the outer model testing reveals that all model 

parameters have an outer loading factor greater than 0.7 and an AVE value exceeding 0.5. 

Therefore, it can be summarized that all parameters have successfully passed the convergent 

validity test, allowing for further testing to proceed.  

 

Constructs reliability 

The reliability of a variable constructs are determined if it has a composite reliability value 

above 0.70 and Cronbach's alpha above 0.70 (Hair et al., 2017). 

 
Table 2: Construct reliability (Cronbach's Alpha and Composite reliability) 

 Cronbach's Alpha Composite reliability 

M Experience 0.908 0.930 

X1 Red flag 0.972 0.975 

X2 Brainstorming 0.934 0.946 

Y Fraud identification capcapability 0.972 0.973 

Moderating Effect 1 1.000 1.000 

Moderating Effect 2 1.000 1.000 
 

 Source: Primary data processed 

 

From the table provided, it is evident that the AVE and Composite reliability outcomes have 

satisfied the reliability criteria, as every variable recorded a value exceeding 0.70. 

 

Discriminant validity test 

Discriminant validity is strong when the square root of the Average Variance Extracted (AVE) 

for each construct exceeds the correlations across various constructs. This can be assessed 
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utilizing the Fornell-Larcker criterion or by examining the cross-loadings table, where values 

must above 0.70 (Hair et al., 2017). This research employed the Fornell-Larcker criterion to 

evaluate discriminant validity. 

 
Table 3: Discriminant Validity value of Forner-lacker criteria 

Latent Variable 

M 

Safe 

experience 

Moderating  

Effect 1 

Moderating  

Effect 2 

X1 

 

X2 

 

Y 

 

M Experience 0.886      

Moderating Effect 1 -0.185 1.000     

Moderating Effect 2 -0.280 0.582 1.000    

X1 Red flag 0.190 0.112 0.238 0.819   

X2 0.253 0.311 0.047 0.640 0.830  

Y 0.308 0.280 0.236 0.745 0.745 0.875 

Source: Primary data processed  

 

The discriminant validity testing outcomes shown in the table above reveal that the correlations 

within each latent construct surpass those between different variables in this research. This 

finding implies that there is no multicollinearity problem among the latent variables. 

 

Test the research hypothesis 

Analyzing the coefficients of the structural model is essential for testing hypotheses to 

determine that connections have a significant impact. As a general guideline, a t-statistic greater 

than 1.96 reveals a significant connection, whereas a t-statistic less than 1.96 suggests that the 

connection is not significant (Hair et al., 2017, p. 210). 

 
Table 4: Hypothesis Test of the direct effect of the study model 

Latent Variable 

Original 

Sample 

(O) 

Sample 

Mean (M) 

Standard 

deviation 

T Statistics 

(|O/STDEV|) 

P 

Values 
Ket. 

X1 -> Y 0.408 0.385 0.117 3.496 0.001 Accepted 

X2 -> Y 0.415 0.390 0.132 3.152 0.002 Accepted 

Moderating Effect 1 -> Y 0.050 0.010 0.121 0.414 0.679 Rejected 

Moderating Effect 2 -> Y 0.084 0,096 0.108 0.779 0.436 Rejected 

Source: Primary data processed 

 

The Effect of Understanding Red Flags on The Auditor’s Capability to Detect Fraud 

The analysis of the effect of understanding red flags on fraud identification yielded a t-statistic 

of 3.496, that is higher than the threshold of 1.96, and a P value of 0.001, that is below 0.05. 

This reveals that auditors’ understanding of red flags significantly enhances their capability to 

identify fraud. As auditors' comprehension of red flags increases, so does their capacity to 

identify fraudulent activities. This conclusion is further supported by descriptive data, where 

respondents generally provided positive feedback on the red flags variable, suggesting that 

most respondents possess a solid understanding of red flags. The study's outcomes suggest that 

auditors with a strong grasp of red flags can effectively analyze and determine whether these 

parameters point to fraud or mere errors. This understanding is crucial for auditors in making 

informed identification decisions. Thus, it can be summarized that a solid understanding of red 

flags significantly boosts an auditor's capability to identify fraud. These outcomes are 

consistent with previous study (D.P.I & O.J., 2020; Edy et al., 2021; Moyes et al., 2013; 

Narayana, 2020; Rahim et al., 2019) that states that red flags can increase the capability of 

external auditors to identify fraud. 
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The Effect of Audit Brainstorming Sessions on The Auditor's Capability to Detect Fraud 

The hypothesis testing outcomes show that Audit Brainstorming sessions positively impact the 

capability to identify fraud, as evidenced by a t-statistic of 3.152, that exceeds the threshold of 

1.96, and a P value of 0.002, that is less than 0.05. These outcomes offer empirical support that 

audit brainstorming sessions, an external factor for auditors, enhance their capacity to identify 

fraud. This increase is attributed to the collaborative nature of these sessions, where auditors, 

regardless of their experience level, share their perspectives. This exchange of ideas and 

experiences helps broaden auditors' insights and develop their soft skills, ultimately boosting 

their capability to identify fraud. These outcomes align with previous study (Apandi et al., 

2020; Chen et al., 2018; Edy et al., 2021; Sagara & Alkotdriyah, 2020; Tang & Karim, 2019) 

that states that brainstorming sessions can increase auditor performance in identifying fraud. 

 

Experience Moderates The Understanding of Red Flags on The Auditor's Capability to 

Detect Fraud 

The hypothesis testing outcomes reveal that experience does not moderate the connection 

between understanding red flags and the capability to identify fraud. This is shown by a t-

statistic of 0.414, which is below the critical value of 1.96, and a P value of 0.679, which 

exceeds 0.05. This study demonstrated that, while experience is seen as an internal component 

that may affect an auditor's capacity to detect fraud, it does not alter the relationship between 

red flag comprehension and fraud identification. This indicates that an auditor's experience 

may not directly connect to their comprehension of red flags, potentially due to their experience 

being confined to generic audit methods rather than the specific encounters required to deepen 

their understanding of red flags. The results of this study align with those of  (Narayana, 2020) 

who determined that experience does not influence the impact of red flags on fraud detection. 

 

Experience Moderates The Audit Brainstorming on The Auditor's Capability to Detect 

Fraud 

Hypothesis testing indicates that experience does not moderate the relationship between audit 

brainstorming sessions and the capability to detect fraud. This result is substantiated by a t-

statistic of 0.779, which is below the critical value of 1.96, and a P value of 0.436, which 

surpasses 0.05. The results indicate that an auditor's experience does not markedly improve the 

efficacy of audit brainstorming sessions. Prior assessments have shown that audit 

brainstorming sessions significantly enhance fraud detection, suggesting that the efficacy of 

these sessions in augmenting identification skills is not contingent upon the auditor's 

experience level. The results of this study contradict those of (DeZoort & Harrison, 2018) 

which indicate that audit experience positively affects the outcomes of brainstorming 

implementation. 

 

5. Conclusion 

 

The findings show that both recognizing red flags and participating in audit brainstorming 

sessions improve the ability to detect fraud. However, experience does not mitigate the effect 

of ‘‘red flag comprehension or audit brainstorming” sessions on an auditor's fraud detection 

abilities. 

 

This study makes an important addition to theory development, notably in the accounting and 

auditing literature. The findings are consistent with attribution theory, which holds that the 

capacity to detect fraud is influenced by both internal and external influences. Furthermore, the 

study provides auditors with practical insights by emphasizing the importance of consistently 

conducting audit brainstorming sessions during audits, gaining more experience through 
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specialized audit training, particularly in fraud detection, and improving their understanding of 

red flags. Together, these procedures can greatly improve an auditor's capacity to detect fraud. 

 

Despite its contributions, this study has limitations that could influence the outcomes and 

should be considered in future study. It is recommended that future studies broaden the scope 

to include auditors across Indonesia and employ more comprehensive data collection methods 

beyond just questionnaires, such as in-depth observations. 
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