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This document summarizes a number of thoughts related to the “audit requirement” for financial
information that is conveyed using the XBRL format.
Consider the following fragment of a financial report, the components of inventory disclosure. The
information from that inventory components disclosure is shown below conveyed in two forms. The
first form is the formatting that accountants have been working with for the past 100 years or so which
is a representation of the information on “paper” or a human readable version of paper such as
electronic word processor documents, HTML, or PDF. The second representation is the same disclosure
of inventory components represented in a viewer tool used for XBRL-based information.
Word processor, HTML, or PDF representation (human readable):

XBRL viewer software application representation (human readable and machine readable):
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Conveying the same meaning
The first important point to understand is that both representations of information convey the same
fundamental meaning. A human reader of either representation would highly likely walk away with the
same meaning. In fact, if this was not true then something is fundamentally wrong with one of the
approaches to representing information. The purpose of a general purpose financial report is to
unambiguously report information about the financial position and financial condition of an economic
entity. Arguably, this could be described as a “meaningful exchange” of information, an information
exchange without disputes as to precise meaning. It means unambiguous interpretation. It means
resolving conflicts and inconsistencies.
Consider the following scenario that I provide in my XBRL-based Digital Financial Reporting Principles1,
Two public companies, A and B, each have some knowledge about their financial position and
financial condition. They must communicate their knowledge to an investor who is making
investment decisions which will make use of the combined information so as to draw some
conclusions. All three parties are using a common set of basic logical principles (facts known to
be true, deductive reasoning, inductive reasoning, etc.) and common financial reporting
standards (i.e. US GAAP, IFRS, etc.), so they should be able to communicate this information
fully, so that any inferences which, say, the investor draws from public company A's input should
also be derivable by public company A using basic logical principles and common financial
reporting standards, and vice versa; and similarly for the investor and public company B.
It would be very hard to argue that the meaning of information changes based on the formatting of the
information. Or, to say this in another way; if an XBRL-based representation of information and a
representation of that information in from a word processor generated document or some other
electronic format cannot be the same then XBRL-based representations would clearly have no value.

Syntax does not matter, meaning matters
As I explained in my popular YouTube video How XBRL Works2, a computer cannot deal with anything
that is not structured in some way. That “structure” is called syntax in technical jargon. Syntax is
basically the physical ordering of the stuff the computer works with. Syntax relates to how you
physically say something. Semantics3 relates to the meaning of what you say.
Something that professional accountants seem to be confused about is their relationship to the XBRL
technical syntax. Consider an important point that is often missed. You know that word processor
document that professional accountants have been working with for the past 25 years or so, that has a
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syntax also. Here is what that syntax looks like for the human-readable representation of the inventory
components disclosure shown above:

Pretty ugly, huh? Try an experiment. Create a small Microsoft Word document and save it. Change the
extension from “.docx” to “.zip”. Then, extract the contents of the ZIP file. What you will see is a bunch
of XML files. Here is a screen shot of what the files look like:

XBRL-formatted information is pretty ugly also. But just like Microsoft Word and Excel documents;
professional accountants will never need to work with the technical syntax of those documents.
Professional accountants are concerned with the semantics of information conveyed by the XBRL-based
format not with the XBRL technical syntax itself.
Someone I know told me of a conversation he had with a Big 4 audit partner. The audit partner made
the statement, “I do not know how auditors could possibly audit the XBRL data.”
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Auditors will not “audit the XBRL data”. Auditors audit the meaning of the information conveyed, the
semantics; they do not audit the syntax. Correct syntax is easy to verify using automated processes.
How many times has an auditor concerned themselves with the XML files that make up the Microsoft
Word document, PDF, or the HTML file that conveys the meaning of a financial report they are auditing?
Never.
That is how often auditors need to be concerned with the XBRL technical syntax. Never.

Digital financial reports are less ambiguous that word processor documents
Formatting information within an XBRL document requires the creator to be more precise with regard to
what they are saying. For example, consider the line item fact “Total inventories, net” below for 2016:

Looking at that specific fact using an XBRL viewing tool, the reader of the financial report can
understand more precisely that the reported fact is a specific concept from the US GAAP Financial
Reporting XBRL Taxonomy, that the concept is a DEBIT, the rounding of the fact value, and other precise
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details of the reported fact. Further, the reported fact is literally hooked to the documentation for the
concept of the reported fact, the references to the Accounting Standards Codification, and other
extremely useful information:

Useful functionality provided by good software helps you see the intersections between, say, the
inventory components disclosure and the balance sheet which also reports that inventory fact:

Business rules that are provided with XBRL-based financial reports explicitly and precisely document
mathematical relationships between reported facts. These business rules are machine readable and
5

therefore reliably and predictably prove that these mathematical relations are accurate, releasing
external financial reporting managers and auditors from the drudgery of having to use their ten key to
manual verify such relationships and the possibility of errors in financial reports. Literally every
mathematical computation can be enforced and verified by software applications.

In fact, one could make a strong argument that it is easier to audit XBRL formatted information than it is
to audit word processor formatted information.

Leverage software that understands financial reports
How much does Microsoft Word or any other word processor or Excel know about financial reports?
Word processors and spreadsheets understand nothing about financial reports. They understand
formatting syntax such as how to represent the rows, columns, and cells that make up a table.
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But because XBRL-based information represents the reported facts and information about those facts
and relations between facts in a structured form that explains the meaning of those financial reports;
software applications can leverage that meaning and help both external financial reporting managers
create those reports and auditors audit the reports.
Auditing the information conveyed within an XBRL-based digital financial report will not be taking the
information, exporting that information into Excel, and then manually reviewing the thousands and
thousands of details of a report. First of all, that will never work and secondly that approach provides
little leverage to auditors.
Humans augmented by machine capabilities, much like an electronic calculator enabling a human to do
math quicker, will empower professional accountants and auditors who know how to leverage the use
of those machines. Professional accountants and accounting practices, procedures, and processes will
need to adapt4. Education and training of professional accountants also needs to adapt5.
The financial report creation tools of the future will be knowledge-based systems, expert systems,
purpose built for creating financial reports6. The software for auditing those reports will likewise by
knowledge-based systems. Auditors need to understand how that software works7.

Understanding how knowledge-based systems work
The typical business professional, including professional accountants and auditors, did not receive the
training they need to correctly and appropriately understand digital financial reports and digital financial
reporting in their business training in college. In order to understand how to audit the meaning
conveyed by XBRL-based digital financial reports, professional auditors will need to learn a few new
skills. None of these skills are particularly technical in nature. Very few of those skills relate to the XBRL
technical syntax. These skills can generally be learned in about 40 hours.
Professional auditors need to understand the following basic aspects of knowledge-based systems8:


Problem solving logic9
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Business rules10
Knowledge engineering basics11
Expert systems or knowledge-based systems12

This brief description will help the reader see the connection between knowledge-based systems and
the additional skills recommended above:
Simply put, a knowledge based system is a system that draws upon the knowledge of human
experts that has been represented in machine-readable form and stored in a fact database and
knowledge base. The system applies problem solving logic using a problem solving method to
solve problems that normally would require human effort and thought to solve. The knowledge
based system supplies an explanation and justification mechanism to support conclusions
reached by the knowledge base system and presents that information to the user of the system.
Again, computers are not taking over audits. That can never happen. Humans augmented by machine
capabilities, much like an electronic calculator enabling a human to do math quicker, will empower
knowledge workers who know how to leverage the use of those machines.
Professional accountants and auditors need to learn about those machines and not try and force those
machines to fit into the paradigm that they currently understand. This is a paradigm shift.

In our opinion, the meaning conveyed via the XBRL format is consistent with…
Auditors will audit the meaning conveyed by structured XBRL formatted financial reports to assure that
that meaning is consistent with the meaning conveyed by the HTML, PDF, word processor or other
unstructured human readable representations of that same information.
Auditors will not concern themselves with the technical details of the XBRL technical specification.
Software will bury XBRL deeply in the bowels of software, exposing the information representations in
ways business professionals including professional accountants can work with on their terms.
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