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When it comes to the field of auditing and financial assurance, understanding the various
threats that can compromise the integrity and objectivity of an auditor is crucial. One such
significant threat is the self-review threat, which occurs when an auditor reviews their
own work or internal controls they previously established or maintained for a client. This
scenario poses a risk to the independence and objectivity of the auditor, potentially
leading to biased conclusions or oversight. In this article, we explore the concept of the
self-review threat with a specific focus on establishing and maintaining internal controls
for a client, its implications, and how auditors can effectively manage and mitigate this
risk.

Understanding Self-review Threat in Auditing

What Is a Self-review Threat?
A self-review threat arises when an auditor is in a position to evaluate their own work or
decisions. This situation can impair the auditor’s objectivity because they might be
tempted to overlook errors or issues to avoid admitting mistakes or to present a more
favorable view of the client’s financial position.

Why Is Self-review Threat Significant?
The significance of this threat lies in its potential to compromise the integrity of the audit
process. When auditors review their own work, it becomes challenging to maintain
independence, which is a cornerstone of credible financial reporting. Failing to identify
and address self-review threats can lead to:

- Biased audit opinions
- Reduced confidence among stakeholders
- Potential legal and regulatory consequences

Establishing and Maintaining Internal Controls
for Clients: A Self-review Threat



The Role of Internal Controls in Financial Reporting
Internal controls are processes implemented by a company to ensure the accuracy and
reliability of financial reporting, compliance with laws, and operational efficiency. These
controls include policies, procedures, and measures designed to prevent and detect errors
or fraud.

How Internal Controls Can Lead to a Self-review Threat
When an auditor is involved in establishing or maintaining a client’s internal controls, they
risk reviewing the very controls they helped implement. This scenario presents a clear
example of a self-review threat because:

- The auditor may be asked to assess the effectiveness of controls they previously designed
or implemented.
- Their evaluation may lack objectivity, as they might be inclined to defend their work.
- Any deficiencies identified could reflect on their competence or the quality of their
previous work, leading to potential conflicts of interest.

Implications of the Self-review Threat in Internal
Controls
If not properly managed, this threat can:

- Lead to an over-optimistic assessment of internal controls
- Result in undetected material weaknesses
- Undermine stakeholder confidence in the financial statements

Managing the Self-review Threat in Internal
Controls

Effective management of the self-review threat involves applying a combination of
professional safeguards, procedural controls, and ethical considerations.

Segregation of Duties
One way to mitigate self-review threats is to ensure that the roles of designing,
implementing, and reviewing internal controls are segregated among different personnel.
This helps prevent any individual from reviewing their own work.

Use of Independent Parties
Engaging external consultants or independent internal auditors to review controls can
provide an unbiased assessment, reducing the risk of self-review bias.



Documentation and Evidence
Maintaining comprehensive documentation of the design and implementation of controls
allows for independent review and testing, which helps in minimizing self-review
concerns.

Rotation of Responsibilities
Periodically rotating personnel involved in internal control processes can prevent
familiarity threats and promote objectivity.

Applying Professional Skepticism
Auditors and client personnel should maintain a questioning mindset, critically assessing
controls rather than accepting them at face value.

Best Practices for Auditors to Address Self-review
Threats

Auditors need to be vigilant and proactive in recognizing and addressing self-review
threats, especially when their work overlaps with internal control processes.

Implementing Quality Control Procedures
Organizations should establish quality control policies that require peer reviews and
supervisory oversight of work related to internal controls.

Training and Ethical Standards
Continuous training on independence and ethical standards helps auditors recognize
situations where self-review threats may arise and how to manage them.

Documentation of Work Performed
Thoroughly documenting procedures, findings, and conclusions ensures transparency and
facilitates independent review.

Use of Audit Tools and Technology
Employing audit software and data analytics can provide objective analysis and reduce
reliance on subjective assessments, thereby mitigating self-review risks.



Conclusion

The establishment and maintenance of internal controls are vital for organizational
integrity and financial accuracy. However, when auditors are involved in these processes,
they face the significant challenge of a self-review threat. Recognizing this threat is the
first step toward effective management. By implementing safeguards such as segregation
of duties, independent reviews, thorough documentation, and maintaining professional
skepticism, auditors can uphold their independence and ensure the credibility of their
assessments. Ultimately, understanding and addressing self-review threats, especially in
the context of internal control work, is essential for maintaining trust in financial
reporting and upholding the highest standards of professional ethics in auditing.

Frequently Asked Questions

What is an example of a self-review threat in auditing?
An example of a self-review threat is when an auditor reviews their own work or a
component they previously performed, such as establishing and maintaining internal
controls for a client.

How does establishing and maintaining internal
controls for a client pose a self-review threat?
Because the auditor has been involved in creating or maintaining the internal controls,
reviewing their effectiveness could compromise objectivity, leading to a self-review threat.

What measures can auditors take to mitigate self-review
threats related to internal controls?
Auditors can mitigate this threat by involving independent personnel in the review process
or having different teams perform the review to ensure objectivity.

Why is it important to identify self-review threats during
an audit engagement?
Identifying self-review threats helps maintain independence and objectivity, ensuring the
integrity and credibility of the audit opinion.

Can establishing internal controls for a client create a
self-review threat even if the auditor does not review
their work?
Yes, if the auditor has been involved in establishing or maintaining the controls, reviewing
their effectiveness can still pose a self-review threat, regardless of whether they review



their specific work.

What is the role of professional skepticism in managing
self-review threats?
Professional skepticism involves maintaining a questioning mind and critical assessment,
which helps auditors recognize and address self-review threats effectively.

Are self-review threats unique to internal controls, or
can they occur in other audit areas?
Self-review threats can occur in various areas, including financial statement preparation,
valuation, or management estimates, especially when the auditor has been involved in
those areas prior to review.

How does independence influence the perception and
management of self-review threats?
Independence is crucial; maintaining independence ensures that auditors can objectively
evaluate their own work or the work they have previously performed, reducing the risk of
bias.

What standards or guidelines help auditors identify and
address self-review threats?
Standards such as the International Ethics Standards Board for Accountants (IESBA) Code
of Ethics and relevant auditing standards provide guidance on identifying and mitigating
self-review threats.

In what scenarios should an auditor consider
disqualifying themselves from reviewing their own work
regarding internal controls?
An auditor should disqualify themselves if they have been involved in designing,
implementing, or maintaining the internal controls they are asked to review, to prevent
self-review threats and ensure objectivity.

Additional Resources
An Example Of A Self-review Threat Is: Establishing And Maintaining The Internal
Controls For The Client

In the realm of auditing and assurance services, understanding and managing threats to
independence and objectivity is paramount. One particular threat that often arises in the
course of a financial statement audit or review is the self-review threat. This occurs when



an auditor or review professional is put in a position where they are expected to evaluate
or review their own work or the work of their firm, potentially compromising their
objectivity.

A specific example of a self-review threat manifests when auditors or review teams are
involved in establishing and maintaining the internal controls for the client. This scenario
presents unique challenges and risks that need to be carefully considered to uphold
ethical standards and assure the integrity of the audit process.

This article explores the nature of the self-review threat associated with establishing and
maintaining internal controls, examines the underlying risks, discusses practical
mitigation strategies, and underscores the importance of professional skepticism and
ethical vigilance.

---

Understanding the Self-Review Threat in the
Context of Internal Controls

What Is a Self-Review Threat?

A self-review threat occurs when an auditor or assurance provider audits their own work
or the work of their firm, leading to a situation where objectivity could be compromised.
Unlike conflicts of interest arising from external relationships, self-review threats are
internal and stem from the professional’s involvement in activities that will later be
scrutinized.

Key Characteristics of Self-Review Threat:
- The auditor or review team has participated in the preparation or design of processes or
controls that they will later evaluate.
- The professional’s judgment is used to assess their prior work, increasing the risk of
oversight or bias.
- The threat is heightened when the work performed is complex, significant, or critical to
the financial statements.

The Role of Internal Controls in Financial Reporting

Internal controls refer to the policies, procedures, and processes implemented by a client
organization to ensure the reliability of financial reporting, compliance with laws and
regulations, and operational efficiency. Establishing and maintaining these controls is a
crucial management responsibility.

In some cases, auditors or consultants might assist in designing or implementing internal
controls to improve the client’s processes. While such involvement can be beneficial, it



also blurs the lines between consulting and assurance work, especially when the same
team later evaluates the effectiveness of those controls during an audit.

---

The Risks of Establishing and Maintaining
Internal Controls: A Self-Review Dilemma

How Involvement in Control Design Creates a Self-
Review Threat

When auditors or assurance providers participate in establishing or maintaining internal
controls, they risk evaluating their own work during the subsequent audit, creating a
classic self-review threat. This scenario can lead to:
- Biased assessments: The auditor may unconsciously overlook deficiencies or weaknesses
in controls they helped develop.
- Objectivity compromise: The professional’s independence might be perceived or
compromised because their prior involvement affects their impartial judgment.
- Reduced credibility: Stakeholders may question the reliability of the audit opinion if the
same team was involved in both implementation and evaluation.

Example Scenario:
A consulting firm is engaged to help a client design new financial controls. Later, during
the audit, the same firm is tasked with testing the effectiveness of those controls. The
firm’s prior involvement introduces a risk that they may be less critical or thorough in
their assessment to protect their previous work.

Implications for Audit Quality and Compliance

If the self-review threat is not properly managed:
- Audit quality may decline, leading to incomplete or inaccurate assessments.
- Regulatory compliance may be compromised, risking sanctions or reputational damage.
- Stakeholder trust can erode if the findings are perceived as biased or unreliable.

---

Mitigation Strategies to Address the Self-Review
Threat

Recognizing the inherent risks, professional standards and regulatory frameworks provide
guidance on mitigating self-review threats, especially in the context of establishing and



maintaining internal controls.

Segregation of Duties and Roles

- Separate personnel: Assign different teams or individuals to control design and control
testing roles.
- Clear boundaries: Ensure that those involved in establishing controls are not involved in
testing or evaluating their effectiveness.

Use of External or Independent Assessors

- Engage independent auditors or third-party specialists to perform or review the testing
of controls.
- External assessors bring objectivity and reduce self-review concerns.

Documentation and Audit Trail

- Maintain comprehensive documentation of who designed, implemented, and tested
controls.
- Transparent records help demonstrate independence and adherence to standards.

Implementing Quality Control and Review Procedures

- Use internal review processes to scrutinize the work done by those involved in control
design.
- Supervisory review and approval serve as additional safeguards.

Limit Involvement in Critical Control Activities

- Restrict the scope of involvement for audit teams in control design to advisory or
consultative roles.
- Avoid roles that require the team to later evaluate their own work.

Adherence to Professional Standards and Ethical
Guidelines

- Follow standards issued by professional bodies such as IAASB, PCAOB, or AICPA.
- Regularly review and update policies to align with evolving best practices.



---

Best Practices and Ethical Considerations

Maintaining objectivity when involved in establishing or maintaining internal controls
requires a proactive approach rooted in ethics and professionalism.

Key Best Practices:
- Awareness: Recognize potential self-review threats early in the engagement.
- Training: Educate team members on threats and mitigation strategies.
- Supervision: Ensure strong oversight and review by qualified personnel not involved in
control design.
- Transparency: Disclose any involvement in control activities in audit documentation and
reports.
- Continuous Monitoring: Regularly assess the effectiveness of safeguards and adjust
procedures as needed.

Ethical Principles to Uphold:
- Integrity: Be honest and objective in all work.
- Objectivity: Avoid situations where personal or firm interests could influence professional
judgment.
- Professional Competence: Maintain skills and knowledge to identify and manage threats
effectively.
- Due Care: Exercise diligence and thoroughness in all aspects of the work.

---

Conclusion: Navigating the Self-Review Threat
Effectively

The involvement of auditors or assurance professionals in establishing and maintaining
internal controls for a client presents a clear example of a self-review threat. While such
activities can add value to the client through improved processes, they must be managed
carefully to preserve independence and uphold audit quality.

By implementing robust safeguards—including role segregation, independent testing,
thorough documentation, and adherence to professional standards—audit teams can
significantly reduce the risk of bias and ensure that their evaluations remain objective and
credible.

In an era where stakeholder confidence hinges on transparency and integrity,
understanding and mitigating self-review threats is not just a matter of compliance but a
cornerstone of professional responsibility. Auditors and assurance providers must remain
vigilant, continuously assessing their involvement and applying best practices to uphold
the highest standards of independence and objectivity in all engagements.
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