
THE IMPLEMENTATIO\ OF FRA.UD RISK ASSESMENT FOR SME's CREDIT
APPLICATION IN Df,TERMINING AUDITOR's RESPONSEI

Abstrak
Penelitian ini bert4juan trnnrk mengetahui pengaruh pe ilain risiko kecuraagun dahn

e et ukan respo uu.litot, dalam be h*: siJat, lLos, dan wakn, inruk prosedw audit lebih h lut.
Penetitiol ini dilak&u,t pada hebcrapa Bank Pcrkredidn Ral"at dk t Krcdit Ba k u,tfi& Mosvdraknt
(BPR) tdatah bank yd g nclakukai bis is sccara ko i'cnsio dl. Bank odaloh s bJck tisika
penyalahgnaan ketn,Ean atau pe ipudn, tctukunn risiko paiiryun dari pruse! pertbcrn|l
pinjanan. Oleh kare a itu, iut denten ba k uktn lenpekeiakan uulitor ekster al u,tlk ,k gutlit
laporan keua gan. Metodc .leskriptil anulitis digLoktkoi untuk memecahkdn dan nenJarab a:tafuh
Hasil )a ncntnjukkan ddn ne gidcntilikasika b h"a tisiko pe ipuln yns sisnilikan lalah s .tp
dtas pinjamo ilega! dan suap tcrkdil dcnga pcnipmn ck:lcrnal, )ong,ner pokan p.,tipuan ld
berbasis asct lun pubrik. Kontrol intcrnal peruluhaan yung relevun dupar ncngututgi sctutguu
risiko pe ipuM. Uttuk nengh$ilka rcspon. olditar hdnt$ ,nempetluur ?engiiLt luhstuntil ltnht*
merekonsiliasi dan menilai agunut, nelakukun ardir pada akhir periode, da ne igkutkun junloh
sampel tang dig nakan. Di nasa depan, pcntrrlhaan harus ncnggunakan dokutnen krclit pr,r
tvfiar. Perusahadn hatrus nenisahka ntgas anlaru a alis kredit dan unil inspeklur i lcnul.
melukukun rotusi pekerjoun secaru teruhtL struknn orgrnisasi )?ttg Jn*ro dengu dclkrip\i
pekerjad , dan e ggunaka layunun Veriloior lntuk pe ihia,l ugtotu . Pe elitiol ini lilakutun
juga kepaLla beberupa petani di heberapa kubuputc Batklut\ da kota-kotd laitt li .tawt But'tt.
Pard peta i hi Dre gojuka kredit kccil .lari BPR. Ttiwn nelakukan vawancara kepdda patlt
pelani, adalah ogal pcnelili ne dapal ke!-okitvn tctta g akscs para peloni tcrhadap Krcdit Bdnli.

Abstract
This retearch ahl' to fnd out the eflect oltaud risk assessnent in deternining Autlikr.!

respohse in the tems of the ndturc, eten4 arul tining, Jol lrthet audit procedures. This rese.lrch
v,as conducled at seyeral BPR Bank at seyeral locatiofis. People s Credit Bank or Bank Credit /br
Society (BPR) is a bdnk that conducts the business conventionally. Bank is a subject to frald risk,
especiallyfraud risklrom lending process. Therefore, hank management Nill hire extemal auditor to
audit the lnanciat state ents. Anelytical descript e etho.l is used to solve and answer rhe
problems. The result shows and idehtifl signiJicanr fraud risks are kickbacks on illegal |oans o
kickbacks related ro exlernalfraud, vrhich are assetbased dnd floar plont to loan fratd. Company s
relevant internul control can ,nitigate some of the taud risk. For auditor's responds, audiror shoul,l
expand suhstantiye testlor reconciliation and collateral appraisal, con l ct audit at the end ofpe o.l.
and ircrease rhe nunbet ofthe sa ple u'e.l. Ir thefuture, conpany should use pre-nwnberetl crclir
document Co pany should scgrcgare duly between crcdit analyst and internal inlpector unit,
perforn job rolation regularly, synchronized organization structurc afld job description, an.l sc
appraisal senice for collaleral appraisal. This research was conducled also to several larmery it
sone district of Ba dtog o tl orher citics in We:tt Javd. These [armers were applied for stfiall
credit from BPR. The aim to ask the farmers is lo obtain informalion, so lhat reseorchers erc
cokldefit about farmers' access lo BPR credit.
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Introduction
. ln general, people always want

their income to increase. Especially for
thev '"r,ho are gaining money only from
micro business as a farmer, such as people
who live in socielies of Lembang in
Bandung district or Garut and Kamwang,
outsidc Bandung cit_v in the area ol West
Java. Because same time, their plantations
harvest isn't as good as they expected.
Be.ides. economy crisi. has been lo\ ering
lhe h[ying po\\er of people since
goods/services prices get higher and
higher.

Additional l'r.md that the farmer
need, can be receipt from banking credits
as one altemative. Banks generally oft'er
credit to borro*ers with certainty
requirements. In this case, BPR (stand for
"Bank Perkreditan Ral?a/" or Bank of
Credit fbr Society) in Lembang and smali
other district in West Java also, they have
some requirements or covenants to be
l'ulfillcd by borrowers. The t'armers will
get credit liom BPR if they meet some
basic criteria. BPR has become grow and
gro\! recently, based on OJK (Financial
Services Authoriry), data per Ap l 2014,
the total credir thal is dislributed lo sociery
from all Bank BPR is around IDR
62.815.134.865,00 which was incrcase
9.327o from July 2013. BPR has a
lunclion as an inlermediary. lhdl is receipt
money from society and will distributed to
other people. BPR also is a subiect to fraud
risk, especially fraud risk from lending
process. Fraud risk can cause material
misstarement in bank's financial
statements and misappropriation of assets.
which is against one of intemal control's
objectives, that is reliabiliry of financial
reporting. Therefore, bank management
will hire extemal auditor to audit their
linancial statements and increasing their
internal control in credit division.

Fraud can be happened in credit
division for example, like giving loan to
"Phantom borrowem" from intem in fie
Bank. Or assets based loan fraud. that
classified as extemal fraud. As states bv

Albrcchr, et al. (20t2, h.6), fraud causes
hy J faclors lhar are pressure. oppomrnirl.
and rationalization. Based on explanalion
before, the issues to be addressed in this
study are put into this research questions:
(l) What is the result of fraud risk
assessment in company's lending
procedurcs. (2) IIow far the el]ictit.errcss
of internal conlrol in mitigating signilicant
fraud risk, and (3) What is Auditor's
responds based on fraud risk assessment
result.

'Iheoritical Reviews
According to Arens, et Al. (2013,

h.24), the definition of Auditing is rhe
accumulation and evaluation of evidence
about infonnation to determine and report
on the degree of correspondeace between
the inlormarion and established criteria.
Auditing should be done by a competent.
independent person. According to
Albrecht (2012). there are two types of
fraud; extcmal and intemal. Extemal frard
is the one done by people outside an entity
or a company; while intemal fraud is the
one done by a company's staff, managcrs,
or execulives. fo help lhe audilors in
detecting frauds possible during the
investigation, they need to know and
understand the types and characte stics of
fiaud, and the techniques to detect it,
Basically fraud can be occur caused by 3
conditions: (l) Pressure - people can
became comrpt/doing fraud because of
pressure for example financial pressure.
According to Arens. et. Al ( 2013:355),
the reason why someone doing fraud is
because of Financial pressure, to fulfill
their needs. 'l'hey do whatever they can to
eaming money as easy way as possible.
Another reason is (2) because there are
opportunities that are open for perpetrator
to hide their fraud. For instant. when
procedures of Credit Bank is poor of
control then rhis will create an opponuniry
Ibr someone to do fraud, such as of
bribery, unreliable collateral or un-comply
documents. Or there is opportunities to
avoid punishmenl rvhich is one of the
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factor that encouage ftaud- And the last
reason (3) is Rationalization - in this terms
rationalization is an attitudc, character, and
a set of ethical values that allow someone
to commit a dishonest ac! or they are in an
environmenl thct imposes sulficient
pressure that causes them to rationalize
committing a dishonest act.
Three elements above are intcrrelated, thc
greater opportunit.v or pressure, the smaller
rationalization needed to motivate people
to be corrup, doing fraud. Otherwise, the
more dishonest people, the smaller
opportunities and/or pressure needed to do
fraud.

Prcssurc

Opportunity Rationalization
Figure l. Fraud Triangle (Arens. et.al,

2013)

The risk of the numerous effort of
doing many form of fraud, by so many
people within company, is the reason that
company has to find out a way to reduce
those risk, one of the answer is by
implementing of adequate intemal control
with a maximum intemal check activities.
According to Wilkinson. Intemal conkol
can be defined as a consist of policies and
procedures that are implemented by
managenlent and their slaff so that
company could achieve their goals and
targets (Wilkinson et. Al: 1997). And the
control system can be defined as an effort
or treatment of a system, with a particular
input, to obtain the desired output. Control
system is a reciprocal relationship among
the components that make up a system
configuration that provides desired result
in the form of response (Dort 1983). In
other words, control is the process of
influencing members of other organizarion
to implement organizational strategies set.

fusk involves identifying,
analyzing, and managing those risk that
pose a threat to the aclievement of the
organization's objectives. For example the
company should assess the sk that might
prevent it liom preparing reliable financial
repons and lhen IJke \reps to minimize
those risk (Williarns, et. Al:2015: 9). And
in terms ofthat risk, the definition ofcredit
risk is the way ol Creditors look to the
possibility of rhe enriry to fultill rheir
claim. (William, et. Al:2015:63.1). To
assers RisL. aec,rrding tr PrLLcti(c

advisory IPPF : 2120-1 . Assessing the
Adequacy of Risk Management Processes,
states that: Evaluate the effectiveness and
contribute to the improvement oi risk
management processes: (1) Organizational
objectives support and align with the
organization's mission; (2) Significant
risks are identified and assessed; (3)
Appropriate risk responses are selected
that align risk rvith the organization's risk
appetite. And Practice Advisory IPI'I::
2120-3: Intemal Audit Coverage of Risks
to Achieving Strategic Objectives, states
that: Evaluate risk exposures relating to
the organization's govemance, operations,
and intbrmation systems regarding the:
achievement of the organiralion's slralegrc
objectives.

The BPR rvhich deeply intervie*cd
was Bank Company in Lembang Bandung
district. and other BPR Bank such as BPR
Buah Batu, BPR KSD and BPR Bandung.
as research object. These BPR have been
rmproving and slrcngthcninB all larmers in
Lembang area and surroundings. The
chosen farmers were major borrowers ol'
this Bank (BPR). 'Ihis research observed
some chosen farmers in West Java who
applied credit ftom BPR.
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Resear.h Method
This research is oonducted in

t,embang in district of Bandung. Cenerally
speaking. all society in Lcmbang is
farmers. And in this study we asked 30
farmers as research respondents like
Farmels of cabbage. tomatoes, onions,



chicory, mustard greens, red beans an so
on, to fulfilled the questionnaires. The
study ser 30 farmers based on theory of
ccntral limit theorem. The aim to ask the
farmers is to obtain information, so that
researchers are contidcnt about farmers'
access to BPR credit. The research metod
uses in rhis 5lud) is Anal)lical descriprive
method. In this mcthod thc information as
research variables will reveale such as the
information about Company's Loao
Procedures, Credit Analysis, Credit
decision, NPL data, and review the
intemal control of loan procedures. All
data will be oblarncd by collecting.
observe and fulfill the questiomaire, and
rvill be analyzed with logical thibl<ing and
rnaling comparability * ir}t existing
theories to generate conclusion. In this
case. the analyisis lixused on how the
rvcaknesses of those existing procedures
can lead to fraud in Credit division.

Data
For the analysis, this research uses

primary and secondary data. Primary data
sources from the 30 farmers sample as a
crosssectional data and secondary data
from publications.

Rcaearch Resula
IdentiJicarton of Ftaud Rkk Factor

This srudy used lwo questiomaires
to identiry fraud risk factor, that are fraud
risk factor which is relatcd to fraudulent
financial reponing ard mirapproprialion
of assets. The analysis lbr each finding of
liaud risk factor rvill bc bascd on rree
eleme[ts of l]aud, that are pressurc,
opportunitv, and rationalization.
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Ftoud Risk Regisrer
First of all, Fraud risk register is

used to idenrify fraud risk significant
which explained every fraud risk factor
can happened and doing assessment based
on the oppo.tunities of likelihood to occur
(L) and impuct (l). the grade that indicared
how the probability risk will occurred for
both components are high. mediun, and
/ou. llascd ,nr lhc rcsulr ol'!luutiot)n.tircs
lrncl obsenation in ctc(lil di!ision. the
pnrbahilin of liaud k, nccured can ho
iclcntilied. We $.ill classilicd iig,/r when
thr"' plobability to occurcd ol liaud is high:
ant) cdiuDr if thc probabilitl, is mr)derate
and Zorr rvhen probabilirl. lo happened
lou. endeed. The resuit from likelihood
and impact b'ill be combined in combined
rrsi (CR), which is interpretate as grade
high. medium. or /ow. Significanr risk is
risk which is had both impact ahd
likelihood high (lF AC, t0l0b. h.l2l ).



T.ble l, Fraud Risk Register

fsa bpcl- CE{Y

AL L

ta il

L H l\l

NMcEi

2 L H Ll

EAV H ll H

!l H
H

Notes:
FFR = Fraudulent Financial Reportina

CEAV = Co plekness, Exisknce, Accurucy, Valuotion

MA = Miiappropriattin ofAssets

LlWH = Low lMediun I Hish

Di$cussion
Based on the result of the anal)sis

of questioflnaires which senl to emp]oyecs
credit deparlnlent and interviervs
employees in charge in credit division that
have been done, there are two frauds risk
related to fraudulent financial reporting:

A. Fraud risk related to fraudulent
Financial reporting
From the analysis ofquestioners
and interviews that have been
done, there are two liauds risk
related to fraudulent Financial
reporting:
(1) Remove Non Performing Loan

(NPL) by Reciprocal Loans
To fulfill cenain condition of
oJK requirement. Bank issued
the new loan to the company
for repayment of loans as NPL.
increasing cash and improve its

performance in terms of
leflding smoothly.

(2) Window dressing
This can be done rvith recorded
tictitious income from
adminisrative faes filing credit,
new credit. or from mortgage
interest receive. With recorded
fictitious income loans- Bank
can increase its total assets and
revenues. Window dressing can
also be done by recording
improper assets valuation by
reducing the allowance for
credit losses or increasing the
value of foreclosed collateral.

(3) Our assessment and analysis of
the possibiliry of windorv
dressing fraud is a medium
risk. due to for audited
financial statements by an
extemal auditor. But if the act
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of tiaud does happen, then
there will be material
misstatement that impact rated
high. Then with the medium
likelihood and high impact ,
combined risk are obtained so
that the risk is not considered
signilicant.

(4) Account officer (AO) must be
met their lending targets
All AO of this Bank is a

contract employee. AO given
credit disbursement target to be
achieve each month. when the
AO cannot reach the target,
Bank would be decide to
rescind conffact. As a result-
pressures exerted on AO would
be sufficiently high as to cause
risk of fraud, such as 'phantom
borrowers" loan or "Straw
borrower" loans. And olltr
credit to related parties could
possibly be non-creditworthy.
But the probabilit_v of
fraudulent taking places of all
risk above is low. due to the
strong credit analyst division
and credit committee. Then.
low likelihood and high impact
could result in medium
combined risk as such the risk
is considered non-signifi cant.

cash steal. then the assertion of
existence and accuracy in the
report of financial position
would be affected, and the total
amount of cash that is reported
to be less than existing records,
so thus the appearance of
misrepresentation of financial
report.

(2) Another kind of cash theti is
the risk of theft of cash receive
(cash larceny), this theft will
cause that available cash will
less than the report amount.
Also another theft is Lapping
which is employee rvho
received payment for their
loans will took the cash and
cover it with payment of loans
from another customers.
Assertion that involved in cash
larceny and Lapping are
completeness and accuracy of
financial statements. The
possibility ot' lraud stands in
medium range because
recording events is done by an
accountant and with the
installation of CCTV where
cash is kept, various impact
cause liom misappropriation of
assets stand in high range so
that combined risk medium that
indicate the risk are not
significant.

(3) Existence of easily converted
assets

Bank has easily converted
assets such as credit guarantee
document, and employee who
has access to that assets could
misuse the document by using
it for their personal loan
guarantee. or employee could
stole the credit guarantee
document to be sold in the
market and kept the sales result
from that action.
Misappropriation of this could
influence to existence
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B. Fraud risk related to
misappropriation of assets.

Based on the information
obtained and analyzed , here's
the discussion of indentified
risks related to assets misuse.

(l) The existence of large amount
ofcash
Companies, similar to Bank
generally, haVe large amount of
cash, Cash would be an assets

with significant risks ofmisuse.
so there would requirement of
effective control to reduce the
probability of fraud. l'lhen
employees that have access ti



assertions of assets in financial
statement. But because of the
control among employee and
CCTV in that location then the
assertion stand in lorv range.
But if this liaud really
happened will cause a high
risk, because will affect the
Bank repulation. Our
conclusion this is not
significant for the Bant
because the composite or
combined risk sfill stands in
medium range.

(4) The absence of mandatory
vacation.
llntil now, this Bank s human
resources is still limited and
hasn't had rules that oblige
employees to take vacation. As
a result, employee who
involved in the loan process
could continuously do f'raud
until he/she got caught. Various
fraud can bc done by thc
employee such as kickbacks on
illegal loans and kickbacks
related extemal fraud. The
probability of this fraud to be
occured is high, so that it
result significant risk with
combined risk at high scale.

(5) The lack of segregation of
duties in internal inspector unit
(SPl) and Credit analysis
This lack raise a fraud risk in
fraudulent of financial
reporting and also
misappropriation of assets.
Their focus is not fully
effective because is divided
into their task as credit analysis
and as SPI. Therefore, the
likelihood is valued high and
the impact is valued high,
resulting high combined risk
and significant.

Ufiderstanding The Ifilernal Contrcl
Internal control questionnaire

based on COSO Intemal Control-
lntegrated Framework, shows the rcsult
bellow.

Table 2. The Result ofThe lnternal

Control Qucstionnairc

No
Components of

Ilternel Control
Yes No TR

Control
F.nvironment
a. Integrity and
Ethical values

300
h Conrmitment to
Competence

400
c. The Board of
Directors or Audit
Committee
participation

l0 0 0

d. Philosophy and
Operating style of
rranagemert

500

e. Organization
Structure

310

720

2. Risk Assessment 8 o o

3. Control Activities 12 3 0

i Policies &
Practices in
Human Resources

I Communication &
Information

7 0

' Supenrslon 5t0
Resources: Manurung and Wijaya, 2015

l

Based on questionnaires which has
been used, the company already has a
good intemal control relating to manage
risk in credit division, especially for
activities control, participation of The
Board of Directors and Audit commiltec.
in risk assessment and also in Human
Resources division However. there are
some weaknesses in the company's
intemal control components such as: the
mismatch between the organizational
structure and job description; no job
rotation; no mandatory vacation, no



segregatior ol duties between credit (.2)

analysis and SPI; the documents doesn't
pre-numbered, and there is no Intemal
auditor, also management hasn't been used
adequately resourced.

When lntemal control review result
con,bined r.vith the probability ofoccurred.
then we come-up in conclusion lhat the
control of the company on leoding is good
enough. Il can be seen thar there is

distribution of authoriq in deciding the
loan based on the value of loans submitted
by prospective borrowers. If the submitted
loan is less than IDR 150,000.000; then
authority will be given to credit
committee. If the submitted loan exceeds
IDR 150.000.000 the authority lbr
decision making is on commissioners.

Control Desig Matit
This study also identified thc

weakness of internal control. such as Bank
Joesn l pror idc loan based on projecr
identification; Bank isn't receipt the
Irinancial Statement of client. After
gaining an understanding of company
intemal control. the next step is assess the
internal control. Assessing intemal control
is based on significant fraud risk factor
that is relevant. whether intemal control
can prevent, detect, or correct sk or not.

From lhe table of Control design
matrix. we found out. that:
(l) Control can prevent company from

Kickbacks on illegal loans. There are
several coltrol component that can
reduce the risk of kickback on illegal
loans, such as Integrity that is credit
analyst can't be compromisecl and
the importance of ethical judgment.
the sanction for violation of the code
of conduct and ethical values.
reviewed and monitoring from the
board of directors about the
performance of company s operation
and financial report, as well as the
regular collectability assessment

conducte',I by lhe Banl to their
debtors.

Control can prevent company from
kickback of e).1emal fraud. Kickback
of extemal fraud very difficult to
detect due to the absence of job
rotation and mandatory vacation. ln
addition the company has not used
an extemal appraisai to assess

debtors collateral thus increasing the
possibility of kickback of external
fraud; particularly assets-based loan
fraud. One component ofcontroi that
can be used to reduce the risk of this
is the importance of ethical values
and integrity delivery by
management.
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A u.litol's Furlhet Resporrse
Based on the result of signiticant risk
assessment and on inlernal control revie\\
about fraud risk assessment, then the result
will etfcct on the response o[ Auditor in
making audit planning. At this stage,
Auditor determines the Audit plan that
covers the nature, timing and extent of
i'urther audit procedures. If the company's
intemal control is corsidered to be
effective, the Auditor can be relied on test
of control and reduce the substantive test.
Based on all discrrssion and analysis
beforc. we can concluded that Bank's
intemal control has been able reduced
fraud risk factors that exist in the Bank,
especially in the provision of credit.
However, the intemal control can't fully
mitigated those significant fraud risk due
to the weakness in intemal control Bank's
itseli So then. Auditor can't fully rely on
Bank's intemal control. Furthermore. from
the perspective of Auditor's responds,
based on the statements before that
Auditor can't fully rely on the intemal
control. then to determining audit scope,
Auditor should expand substantive test for
reconciliation and collateralappraisal,
conduct audit at the end of period, and
increase the number ofthe sample used.



Conclusiotrs and SuggeltioE
Conclusion obtained from research

and discussion of fraud risk assessnetrt
implementation result on credit approval
division are (l) From identification of
fraud risk there are two significanr fraud
risk factors that are No mandatory
vacation and No segregation of funclion
between Credit analyst and lnternal
Inspector Unit (SPt); (2) ftom
understanding of Intemal control this
study lurd out that intemal control which

is relevant with signilicant fraud risk only
be able to reduced risk paftially not whole
risk. so then the fraud risk in lerm of
composite grade is still sig ficart; (3)
from liaud risk assessment procedure

rmplemenlalion. ir is knoun lhal AuJitor
cannot enlirrl] depend on cotnpJn)'s
internal control, then Auditor should
increase the number of sample taken,
expand substantive test of transaction lbr
reconciliation and collateral appraisal, also
conduct audit at the end ofperiod.

Table3. Conttol Design Matix

EAV

g
$

33
d

fJ
O

,€

!

lnk zlc holc ton nt

Ase io s a.ldrcsed b ris* factot

CE P
MeaBemenI verycommirto do Integ tyandcomply wiih elhical

CA DC

CE Plhere is sanksioD fo.un{thicaland bakc lhe clhlc value

YC P
Therc ismo.itoring md Eviewing Bek p€rlonnance and Irinancial

shrement from Bord of Dir.clors
DCBanI matine colleciability assessment for theird€bitus

Credil Commi$€e makinE crcdit decisio.

K.y Y = Rbk htriFared S = Som mrsatrcr No = Materol rya[N$ cxstj

Iden lincrtiptrql\!!!klqs!!!
I cilinr lran vithoul Droiecl identificators

Collat€ral rcvalualion isn'l ba-red on aopraisal

inlcrcst Btc dcrcminalion isnlbased on crcdil lisk
No mandaloD vacation and iob rolalion
No rr.-rumbcEd documcnls in crcdit tlunsa.tion

6 Orsanization Struclure and Job Dcscriorion isnl satislr
No rErcEdron of idre' dmons \Pl rnd ('NJil An.ltsis

Several recommendation that could
be given to increase intemal control of
credit analysis division are (l) In the
future, company should use pre-numbered
credit document, (2) Company should

segregate duty between credit analyst and
internal inspector unit, (3) perform job
rotation regularly. t4l slnchroni/e
organization structure and .iob description,
and (5) use appraisal service for collateral
appraisal.
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