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Albstracl

Theis rewearet mives to Ged owd the effted of froned rist woessmendt i defermining Audfrony
vesponse (6 the rermr of the narre, ectens, and Sedag, for fuesher audlt procedures, This rescarch
wais condwcied of several BPR Soank ot several locations. People 5 Credit Bank or Sork Credis for
Spcicty (BPR) is a bank that conducis the business conventionally. Bank is a subfect o frawd »isk,
esprecially fraud izt feom lending pracess, Cherefore, bank monagemesd will bive extieenal audifor o
awdis the financiod siotenrents, Analytical desoriveive method & mrved o volve and amswer fhe
probfems. The result shows and identily sigaificant frawd risks are dickiacks on illeral Toans and
kickbacks related 1o exrzenal frand, whickh are assar-based amnd Soor plant to lean frand, Comtpar s
redewrt fmernad coniral can i e some of the faud vivk. For auditor s responds, awditer showld
coagsard selsigntive tesi for reconciliaion and collaieral apprasal, conduct awdit @f the end of period,
and fnerease the number of the sample wsad, In the fidore, company should wye pre-nambered creda
document, Company should segregate duty betwieen credit analyvst ana infernal nspector il
perform job rafation regularly, syachromized organizafion sfrecnre and fob description, and uve
appraeral service for collateral appraisal. This vesearch ways comducted alvo lo several farmers in
some district of Bapdung and other citles in West Java,  These farmers were applied for small
credit from BPR, The aim fo ask the farmers iy o oblain information, so that researchers are
corfident about farmers access o BPR credit
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Introduction
. In gensral. peoplc alwavs want
their income to incresse. Fspecially lor
thex wha are gaing money only from
ricro business as a farmer, such as people
who live in  socleties of Lembang in
andung disirict or Garut and Karawang,
outside Bandung ity in the urey of West
Tava. Because sume time, their plantations
harvest isn't as good as they expecred,
Hesides, economy crisis has been lowering
the buying power of people since
goodsfeervices  prices  pel  higher and
higher.

Additional find that the farmer
need, can be Teecipt from banking credits
g one alternalive. Banks gencrally offer
credit  to bomowers  with  certaingy
requirements. In this case, BPR (stand for
“Bank Ferkreditan Rakvar™ or Bank of
Credit for Society) in Lembang and small
other district in West Java also. they have
SOME requirements or covepants o be
fulfilled by borrewers. The furmers will
get credit from BPRIf they meet some
basic criteria. RPR has become grow and
grivee recently, based on OJK (Finuncial
services Autharity), dala per April 2014,
the: wial credit that is distributed to society
from all Bank BPR is around IDR
281533486500 which was incrense
G32% from July 2003, BPR hus g
function as an intermediary, thar is receipl
money lrom society and will distributed to
other people. BI'R also is a subject 10 fruud
risk. especially fraud risk from lending
process. Fraud risk can cause material
misstatenent  in bank’s  financial
statements and misappropriation of assels,
which is against one of internal conirol's
ohjectives, that is reliability of financial
reporling.  Therefore, bank management
will hire external auditor to audit their
financial statements and increasing their
mternal contrel in credit division

Frand can be happened in eredil
division for example, like giving loan to
“Phantom borrowers™ from iontern in the
Bank. Or wssets based foan fraud. that
classified a3 external fraud, As states by

Albrecht. el al. (2012, h.6), fraud canses
by 3 factors Lhal are pressure, opportunity,
and rationalization, Based on explunstion
belore, the fasues to be addressed in this
study are put inlo this research guestions:
(1) What is the result of fraud risk
dssessment i company’s  lending
procedures, 12) How far the sllectiveness
ol intarnal conirol in mitigaring significant
lrawd risk, and 3 What iz Auditor's
responds bazed on fraud risk asscssment
result.

Theoritical Reviews

According to Arens, et Al (2013,
h24), the definition of Auditing is the
gecumulation and evaluation of evidence
aboul informaticn w determine and report
on the degree of comespondones between
the information and established criteria.
Auditing should be done by o competent
mdependent  persen. According o
Albreche (2012}, there are two lypes of
fraud; cxternal and intemal. External fraud
s the one deng by people outside an entity
or  vompany; while intemal fraud is the
one done by a company’s staff, Managers,
of execulives. To help the auditors in
detecting  frauds possible during  the
inveshgation, they newl to know and
undersiand the types and characteristics of
fraud, and the techniques to detect it
Basically fraud can be oceur caused by 3
conditions: (1) Pressure people  can
became corruptidoing fraud becanse of
pressure for example finaneial pressure,
According to Arens, e Al ( 2013 355),
the reason why someone doing fraud is
because of Financial pressure, o fulfill
their needs. They do whatever they can to
caming money as easy way as possible.
Ancther reason is (2) because there are
opportunities that arc open for perpetrator
to hide their fraud For instanl when
procedures of Credit Bank is poor of
control then this will create an opportunily
for someone to do fraud, such as of
bribery, unreliable collateral or un-comply
documents. Or there is opportunities 1o
avoid punishment. which 15 one of the



laclor Lhat encourage fraud. And the last
reason (3} 15 Rationalization — in this tenms
rationalization 1 an attinude, character, and
a set of ethical values that allow someone
to cominit a dishonest act, or they are in an
envitonment  that
pressure that causes them to rationalize
committing a dishonese ace,

Three elements above are interrelated, the
predler opportunity or pressure, the smaller
rationalization needed o molivale }:{:uplc
to be corrupt! doing frand. Otherwise, the
more  dishonest  people,  the  smaller
apporienities and/or pressure needed to do
fraud.

imposes  sullicient

Pressure

O pportunity Kationalization
Figure 1. Fraud Triangle (Arens, ecal,
2013)

The risk of the numerous effort of
doing many lonn ol Irawd, by =0 many
people within company, is the reason that
company has to find out a way 0 reduce
I‘E'Iﬂ-?ilﬂ" I"'iﬁ'l'i.,, e L,1F ::.'IE' SMSWOT 15 I_'I:r'
implementing of adequaie internal control
with a maximnumn intemal check avlivilies,
According 1o Wilkinson, Inlernal control
can be defined as a consist of policies and
procedures  that  are  implemented by
management and their saff so  ha
company could achieve their poals and
targets (Wilkinson ct. Al: 19971, And the
control svslem can be defined a5 an effort
o trealment of & svslem, with o pariicular
thput, to obtain the desired output, Control
syatern is a reciprocal relationship among
the components that make up a system
configuration that provides desired resalt
in the form of response (Dorf: 1983). In
other words, control 15 the process of
inflluencing members of other organization
w implemenl organizational strategies set.

Risk invilves whenlilving,
analyzing, and managing those risk thal
pase a threat to the achievement of the
arganization’s ohjectives. For example the
company should assess the risk that might
prevent it from preparing reliable financial
reports and then take seps o minimizc
thase risk (Williams, ot AL 2013 %) And
in terms of that risk, the definition of credit
risk s the way of Creditors ook to the
possibabity of the entity to fullill then
claim. (William, et. Al: 2015: 634). To
assess Wisk, according o Mractice
adwisory IPPF @ 2120-1 : Assessing the
Adequacy of Risk Management Processes,
states that: Evaluate the effectiveness and
coniribute to the improvement of risk
management processes: (1) Orpanizational
obhjeciives suppurl and align with lhe
organizalion’s  mission; (21 Significant
rizks are identiflied and  assessed: ()
Appropriate sk responses are selected
that align risk with the organization’s risk
appetite,  And Practice Advisery 1P
2120=3: Internal Audit Coverage of Risks
W Achieving Strategic Objeetives, staies
thar: Evaluate risk exposures relating to
the vrganization’s governance, operations,
amed information sysiems rogarding the:
achievementl ol the orgamnzanon’s stralegic
olyjectives.

The BPR which desply interviewed
was Bank Company in Lembang Bandung
distriet, and other BPR Bank such as BPR
Buah Batu, BPR KSD and BPR Bandung.
as rescarch object. These BPR have been
improving and strengthening all farmers in
Lembang arca and surmoundings. The
chosen larmers were mujor borrowers of
this Bank (BPR). This rescarch obscrved
some chosen farmers in Wesl Java who
applicd credit from BIPR.

Research Method

This research is conducted in
Lembang in district of Bandung. Generally
speaking, all sociely in Lembang i3
farmers. And in this study we asked 30
farmers ax  research respondents like
Farmers of cabbage, tomatoes, omons,



chicory, mustard greens, red beans an so
on, o folfilled the gquestionmaircs. The
study set 30 farmers based on theory of
central limit theorem. The aim to ask the
farmers is to obtain informaton, so that
researchers are confident sbout farmers”
access to BPR credit. The rescarch metod
uses in this stwly is Analytical descriptive
method. In this method the information as
research variables will reveale such as the
information  about  Company’s  Loan
Procedures, Credit Analysis, Credit
decision, NPL. data, and review the
mtermal contrel of loan procedurcs. All
data will be obtained by collecting,
observe and fulfill the questionnaine, and
will be analyzed with logical thinking and
making comparability with oasting
theories to generate conclusion. In this
case, the analyisis focused on how the
weaknesses of those existing procedures
can lead to Fraud in Credit division.

Prata

For the analysis. this rescarch uses
primary and secondary data. Primary data
sources from the 30 farmers sample as a
crosssectional data and secondary data
from publicalions.

Research Result
Fdentification of Frand Risk Facror

This study used two questionnalres
to identify fraud risk factor, that are fraud
risk factor which is related o fraudulent
financial reporting and  misappropristion
of assets, The analysis for each finding of
fraud risk factor will be based on tree
elements of {raud, that are pressure,
opportunity. and rationalization,

Fraud Risk Register

First of all, Fraud risk register ix
used to identify fraud risk significant
which explained every fraud risk factor
can happened and doing assessment based
on the opportunities of likelihood (o scenr
(L) and impacr (1), the grade that indicated
how the prohability nisk will occurred for
both components are kigh, medivm, and
low. Based on the result of quetivnnaires
and observation in eredit division, the
probability of fraud 10 accuwred can be
wentilied. We will classified hich when
the probability o occured of fraud i high:
and medimm il the probability is moderate
and Low when probability to happened
low, endeed. The result from (ikelihood
and impact will be combined in combined
risk {CR), which is interpretate as graue
aegh, medivm. or low. Significant risk is
risk which is had bhoth impact ond
fiked thood kigh (IFAC, 20100, h.121),



Table 1. Fraud Risk Register
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DBased on the resull ol the analysis
ol guestionnaires which sent e employees

credit  department  and

intery iews

employees in charge in credit division that
have been done, there are two frauds risk
relared to fraudulent financial reporting:

A Fraud risk related to fraudulent

Finaneial reporting

From the analvsis of guestioners
and interviews that have been
done, there are two frauds risk
related to flaudulent Financial

reporting:

{1} Remove Non Performing Loan
{NPL) by Reciprocal Loans
To fulfill certam concition of
OJK reguirement, Dank issued
the new lean to the company
for repayment of loans as NPL,
[m;reu_t}ing cash and irr:prm-e ils

Ir:nding smoothly.

{2} Window dressing

Uhis can be done with recorded
fictitions income from
administrative fees filing credit,
new cradit, or from morigage
inlerest receive. With recorded
fictitious income loans. Bank
can increase its total asscts and
revenues. Window dressing can
alsn be done by recording
impreper asscts valuation by
reducing the allowance for
credit losses or increasing the
value of foreclosed collateral.

(3) Or assessment and analysis of

the possibility  of  window
dressing fraud 15 a medium
risk, due to tor  awdited
financial statements by an
eaternal auditor. But if the act



of [uud does happen, then
there  will  be  material
misstatement that impaect mated
high. Then with the medium
likelihood amd high impact |
combined risk sre obtaincd so
that the risk 15 nol considered
sigpilicant.

(4} Account officer (AO) must be

et their lending targets

All A of this Bank is a
wvontract emplovee. Al aiven
wredil disbursement target to be
achieve each month. when the
AL cannot reach the target,
Bank wouold be decide o
rescind contract. As a result
pressures exerted on AOQ would
be sulfliciently high as to cause
risk of fraud, such as ‘phantom
bomowers”™  Ioan  or  “Soaw
bormowey”  loans, And  offcr
credil to related parties could
possibly be pon-vreditworthy.
But  the  probability  of
fravdulent taking places ol all
risle ahove 15 lovw, die o the
strong credit analyst division
and credit committee, Then.
low likelihood and high impact
could rmesult in mediam
combined risk as such rhe risk
15 comsidered non-significant.

H. Fraud risk related tos
misappropriation of assets.

Based on  the information
obtained and analyzed . here's
the discussion of indentified
rizks relatcd to as3cts misuse,

{1) The cxisience of large amount

of cash

Companies, similar to  Bank
generally, have large amount of
cash. Cash would be an assets
with significant risks of misuse,
so there would requirement of
effective control to reduce the
probability of fraud. When
employeas that have access ti

cash steal. then the assertion of
cristenee and aceuracy m the
report of financial  position
would be attected, and the wial
amount of cash that is reported
to be less than existing records,
so thus the appearanve ol
misrepresentation of financial
repon.

(2) Anothar kind of cash theft is

the rsk ol thell of cash recerve
icash larceny), this thell will
cause that available cosh will
leaz than the reporl amounl.,
Also another theft is Lapping
which 15 emplovee who
reccived  pavmemt for their
loans will took the cash and
cover 1L with payment of loans
from anollier CUSIOMLTS.
Magertion that involved in cash
larceny and Lapping are
completeness and accuracy ol
financial  statements,  The
possibility of fraud stands in
medium range because
recording events is done by an
accountant  and  with  the
inslallation of CCTY  where
cash 15 kepl, various impact
cause Irom musapproprialion of
assels stamd in high ranpe so
that combined risk medium that
indicate the risk arc not
.HI-EI'linI'_‘F'IrIL

{3) Existence of easily converted

asEels

Bank has casily converted
assets such as eredit guarantee
document, and employvee who
hos access 1o that assets could
misuse the document by using
it for their  personal  loan
guarantes. or cmployee could
stole  the credit  puarantee
ducument to be sold in the
market and kept the sales result

Irom (hat dclion.
Misapproprniation ol this could
inlluencs Ly gxistence



(4} The

asseriuns ol assels in financial
statement. Bul because of the
control among employee and
CCLY in that location then the
asserlion stand in low range.
Bul i this fraud really
happened will cauwse a  high
risk. bhecause wall affect the
Bank reputation. Ohur
conelusion this Is ot
significant for the  Bank
because the composite or
combined rizk still
medium range.
absence of
VACATION,

Until now, thiz Bank's human
resources is still limited and
hasn’'t had rules that oblige
crployees wo take vacation. As
a result,  emplovee  who
invalvesl i the loan process
could continuously de  fraud
until he'she got caughl. Vanous
fravd can be done by (he
employee such as kickbacks on
illegal  lvsns and  kickbacks
related  external  ftaud. The
probability of this [raud 1o be
occurred s high, so thal 1
vesult  significant rtisk  with
combined risk at high scale.

stands mn

mandatory

(5) The lack of sepregalion ol

duties in internal inspector unit
(SP1y and Credit analysis

This lack raise a frawd nsk in
frandulent of financial
reporting and also

misappropriation  of  assets.
Their focus i3 not  fully
effective because is  divided

intw their task as credit analysis
and as SPI, Therefore, the
likelihood is valued high and
the impact is valued high,
resulting  high combined sk
and significant,

Understimiding The Internal Conrrod
Internal  control  questionnaine
based on COSE  Iefernal Conteol-
fareprared Framewort, shows the result
bellomr.
Table 2. The Result of The Internal

Clomtral Oheestionnarme

Componpents of

Internal Control
1. Control

Frvirorirment

Yes No TR

a. Integrity and % i 0
Ltical values
b. Commitment to 4 0 0

Competence

¢, 'The Boand ol

Directorsor Audit 190 o o
Clormarmilices

participation

d. Philosephy and

Uperaling style ol 3 U 1
MmaAnagement
. Clrganizatinn 3 1 1
Structure
. Policics &
Praclices in 7 2 {l
Humun Resources

it 8 }] 0

Risk Aszsessment

Contral Activities

4 Communicalion & 7 | 0
Information
3. Supervisien = | g

Resources: Manwrng and Wijaya, 2015

Based on questionnaires which has
been wsed, the company already has a
pood internal contral relating o manage
risk 1n credit division, especially for
activities control, participation of The
Board of Directors and Audit comunilies,
in nsk assessment and also in Human
Resources division . Llowever, there are
some  weakoesses in the  vompany’s
internal control components such as: the
mismatch  between the organizational
structure and job  deseription; no  job
rotation; no  mandatery  vacation, oo



searegation of  dutie:  between  credil
onalysis and SPl; the documents doesn’
pre-numbered, and there 15 no Internal
auditor, also management hazn't becn vacd
adequately resoureed.

When Inlermul conirol review resuli
cormbmed with the probabihity of occyrred,
then we come-up 10 conclusion that he
cortred ol e company on lending s good
enough. It can bhe seen that there s
distribution of authority in deciding the
lean based oo the value of loans subimited
by prospective borrewers. If the submimed
loan 1z less than [DE 150.000.000; then
authority  will be @mven to  credit
committee, 1 the submitted loan excecds
ME 13000000 the  authorioe  [or

clecision rn:-lking 15 O COITIET S S 10N0e TS,

Control Dexign Mamix

siudy  also identilied  the

wizakness of internal contral, such a3 Bank

decse't provide loan based on project
ilentification;  Bank  isn't  receipt  the

Financial Statemone of  client Afrer

saiming  an understanding of  company

internal eontral. the next step 15 assess the
mitermal control. Asscssing internal control
i5 based on significant fraud nisk factor
that is relevunl, whether internal control
can prevent, deteet, or correet risk or not.

From the table of Control design
ratrix, we lound vul, that:

{1} Control can prevent company from
Eickbacks on illegal loans. There are
several contral component that can
reduce the nisk of kickback on illegal
loans, such as Integrity that is credit
analyst can't be compromiscd and
the importance of ethical judgment,
the sanction for vielation of the code
of conduct and cthical wvalucs,
reviewed and monitoring from the
board ol direclors sboul  Lhe
performance of company’s operation
and financial report, as well as the
regular collectability  assessment
condueted by the Bank o
dehiors.

1hus

thesr

i2) Control can  prevenl company (rem
kickback of external lraud. Kickback
ol external fraud very dilficult to
deteet due to the absence of job
rotation and mandatory vacation. In
addition the company has not used
an  cxternal  appraisal 1o assess
debtors collateral thus increasing the
possibility of kickback of external
[raud; particularly asscts-based loan
raud. One component of control that
can be used W reduce the nsk ol this
15 the importance of ethical wvalues
and Integrity delivery b
IMAnATEIMEnL.

Auditor’s Further Response

Based on the result of significant cisk
assessment and on internal conteol review
shout fraud risk asseszment, then the result
will effect on the response of Auditor in
making audit planning. At this stage,
Auditor determines the Audic plan that
covers the nature, timing and extent of
turther aedit procedures. If the company s
internal - control  is  considered to be
effective. the Auditor caun be relied on fest
of control and reduce (he substantive Lesl.
Based on all discussion and analysis
hefore, we can concluded that Bank's
internal contral has been ahle reduced
fraud risk factors that exist in the Bank,
especially  in the provision of credil
However, the internal control can’t fully
mitigated those significant fraud risk due
to the weakness in internal control Banks
irself. So then, Auditer can’t fully rely on
Bank's internal control. Furthermore, from
the perspective of Awvditor's responds,
based on the statements before that
Auditor can®™ [ully rely on the inlemnal
control, then 10 determining audit scope,
Auditor should expand substantive lest for
reconciliation  and  collulerslappraisal,
conduct audit at the end of period, and
increase the number of the sample used.




Conclusions and Suggestions

Conclusion oblained from research
and discussion ol fraud nsk assessment
unplementation result on credit approval
diviston are {1} From identification of
fraue risk there are two significant frawd
risk  Taciors  that are Mo mandatory
vacation and Mo segrepation of function
between Credit analyst and  Intcmal
[nspector Uit (SPL;  (2) from
understanding of Internal control  this
study find out that internal control which

is relevanl with signilicant fraud risk only
be able to reduced risk partially not whole
risk, so then the lrmud risk in term of
composite grade 1w sull sipoilicant. (3)
from frwwsl risk assessment procedure
implementation, it is known that Audior
cannot  entirely  depend on  company’s
inlernal  wontrol,  then  Aoditor should
increase  lhe number of sample taken,
expand substantive test of transacton [or
reconciliation and collateral appraisal, also
conduct audit at the end of period.

Table 3. Contrel Design Matry
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lalemiilicudion of Weakneses

1] Citving Loan without project identifieabers

Collateral revaluadion isn™ based on apprisad

imlerest s detenninaliom wn'l escd an credil risk

Mo pre-numbered dacuments in eredit iringactien

Urzanization Structune and Job Description i satisfy

e
Mo segrapation nf juttes amons S0 and Credil Anabals

[
2
i
4 [Mo mandalory vicaizin aml job resalion
5
4

Sourees: Fesemnch recult

Several recommendation that could
he piven to increase intermal control of
credit {.I.TI:"I]._‘_.-‘Si.‘:i diviston are |:|::| In the
future, company should wse pre-numbered
credit document, (2) Company  should

segregate duly belween credit analyst and
internal inspector wunit, (3) perlom job
rotation regularly, {4} synchronize
organization structure and jeb description.
and (5} use appraizal service for collateral
appraisal.
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