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1 INTRODUCTION

1.1 THE CONTEXT AND BACKGROUND OF THE THESIS

Accounting fraud and fraud related issues conttouge an important discussion among both
accounting professionals and academics. Furtherndespite the issuance of relevant auditing
standards, there is a material difference betwdmet the great public and the investors think about
the auditor’'s responsibility in detecting fraud,dawhat the auditors’ feel as their perceived
responsibility.

Well-known examples of accounting scandals undesgarthe existence of fraud all over the
world. Enron, WorldCom, and Lehman Brothers, to tizen only the most well-known
international cases, are all instances how findistaégements can provide distorted information to
interested parties on companies’ financial posiaod performance. The question has arisen: to
what extent are independent auditors responsibleefcealing fraud? Are auditors capable of
detecting and preventing such events from occuatragl?

It is worthwhile examining the International Audigy Standards (ISAs) issued by IFAC
(International Federation of Accountants) and ttee®nent on Auditing Standards (SASSs) issued
by AICPA (American Institute of Certified Public Aguntants) from the aspect of how those
address the fraud and fraud risk factors that nease implications on financial statements. The
scope of this thesis definitely requires the und@ding of the auditor’s task itself. The ISA 200
describes that the overall objective of the audgoio obtain reasonable assurance about if the
financial statements as a whole are free from nateisstatement, whether due to fraud or error.
Before narrowing the scope for further examinattbe,term of ‘material misstatement’ should be

delineated. Misstatement, by definition, is theiaace between how the amount, classification,

L1SA 200 on 'Overall Objectives of the Independantlitor and the Conduct of an Audit in Accordandéhw
International Standards on Auditing’
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and presentation are reported in the financiaéstants, and how it should have been conforming
to the applicable financial reporting framewbrMisstatement may arise due to fraud or error,
depending on the auditor’s professional judgemdrdther it is intentional or unintentional. On
the other hand, the auditor is not responsiblel&ecting misstatement that are not material to the
financial statements as a whole, when planningoanrming the audit engagements. The auditor
is not in the position to obtain absolute assuraheg the financial statements are free from
material misstatement due to fraud or error, asrtt limitations of auditing exist: the nature of
financial reporting, the nature of audit procedurasd the requisite that the audit should be
performed within a reasonable period of time ana I@asonable cdshcurred.

It is beyond dispute that the term of ‘fraud’ shibbke determined before going further in the
discussion. The definition provided by the interoradl standards is regarded as a base further on.
In ASB’s (Auditing Standards Board) view, the défim by ISA 24@, containing the terms
of unjust and illegal advantage, is too broad aag rasult in additional responsibility for auditors
in the U.S., while the interpretation by the SASrisre straightforward leaving less room for

subjective assessments (AICPA, 2014).

An intentional act by one or more individuals amaomgnagement, those charged with

governance, employees, or thirds parties, involtreguse of deception ...

... thatresults in a misstatementin financial
... to obtain arunjust or illegal advantage
t.

statements that are the subjects of an aud
1. Figure Definition of fraud by international stdards (Fortvingler and Szivés, 2014)

2 AU-C Section 200 on the 'Overall objectives of theependent auditor’ requires also the fair prestéan of items.
3 AU-C Section 200 on the 'Overall objectives of thdependent auditor’ demands a ’balance betwesafiv@nd
cost’.
4 ISA 240 on 'The Auditor's Responsibilities Relagifio Fraud in an Audit of Financial Statements’
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The two typical forms of fraud committed in finaakreporting that the auditor has to take
into account in audits are: fraudulent financigdading and misappropriation of assets. Fraud
itself may contain sophisticated and well-organizetiemes to conceal it. Consequently, the

consideration of fraud, while exercising professimstepticism, should be embedded in all phases

Consideratior
of fraud risk

performing the
planning the audit audit
engagement (risk assessment (obtaining
acceptance and audit sufficient

of the audit engagements.

issuing the

independent

J . auditor's report
procedures) appropriate audit

evidence)

2. Figure Phases of audit engagements

The ISA 210 on ‘Agreeing the terms of audit engagetsi requires that the auditor shall
obtain an acknowledgement that the managementtegexa internal control system ensuring that
the preparation of financial statements are fremfmaterial misstatement due to fraud or érror

A critical element of auditing is the planning paam which the risk assessment has extreme
importance with respect to fraud. An extensivedsad (ISA 240 and AU-C Section 240) contains
the auditor’s responsibilities relating to frauteinphasizes that the company itself (those charged

with governance and the management) is respor&ibline prevention and detection of fraud,

5 AU-C Section 210 on the 'Terms of engagement’ g, in addition to preparation, the fair prestéota
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while an auditor’s task is to obtain reasonable@sse that the financial statements are free from
material misstatement whether due to fraud or eBonsequently, the auditor has to identify fraud
risk factors: conditions or events that createnaemtive or pressure, or give opportunity to commit
fraud. The aforementioned fraud standard has retevéor ISA 315 (and AU-C Section 325it
provides guidance how fraud should be taken intmaat in risk assessment. Moreover, in the
process of obtaining sufficient appropriate auditience, the consideration of fraud also plays an
important role. In responding to the risks of malemisstatement due to fraud, the auditor’s
decision on modifying the extension of testing magessitate the use of computer-assisted audit
techniques (CAATS) in consideration of efficien€ynally, the auditor shall form an opinion on
whether financial statements are prepared in aecoe with the applicable financial reporting
framework, and the auditor has obtained reasonab$eirance about whether the financial

statements are free from material misstatementtaltraud or error.

1.2 OBJECTIVES OF THE THESIS

Based on the above introduction, the following aesk objectives were set. The first
objective was to explore prior international andioral academic researches on the field which
can help to identify the current state of frauchtedl researches. In Chapter 2 the dissertation
provides a comprehensive and thorough presentatidre most important research results from
abroad and Hungary. The literature review assistechuthors in setting the objectives of the
Hungarian specific research which provided thedbfasithe present thesis. Two fields of research
were highlighted: (1) testing different fraud riaksessment methods among Hungarian auditors

and (2) a discussion on the impact of IT systentiegpns on the audit risk assessment process.

6 |SA 315 on ’'ldentifying and assessing the risksnafterial misstatement through understanding thiéyeand its
environment’, AU-C Section 315 on ‘Understanding #ntity and its environment and assessing the asknaterial
misstatement’
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The second objective of the thesis was to exanfieempact of information technology on
the procedures conducted by auditors. Pursuing asdessment and audit procedures in an
engagement where information technology is pressquires different skilles and knowledge. It
is discussed, by reviewing the relevant standandsualiting, how auditors shall take the features
of an IT systems into consideration through thesphaof audit. We investigate if there exist
specific IT controls on which auditors can relyeffective parts of the company’s internal control
system. One control procedure, the data consisiemegk is discussed from the viewpoint of data
validation and consistency and its interrelationated impact on audit risk assessment is

highlighted.

Thesis 1: The application of data consistency chedk an ERP (Enterprise Resource
Planning) environment will reduce the control riskduring the audit risk assessment and as
a consequence auditors shall include less extenssubstantive procedures and/or decrease
sample size in their audit plan in relation to teshg data migration process. (Szivos and

Orosz, 2014)

Relevant standards on auditing (ISA 240) describegesponsibility of auditors relating to
fraud. ISA 240 says that auditors shall assessgtkef material misstatements due to fraud, but
it does not provide a ‘ready-to-use’ assessmentdreork, so auditors usually assess fraud risk in
one component (traditional method) on an intuibases.

Prior international studies experimented the impdcéplitting the fraud risk into its three
components (Risk of Incentive, Risk of Attitude aRdk of Opportunity) through the fraud

triangle @ecomposition method.



It was evidenced that the decomposition risk assessmethod increased the sensitivity of
auditors to fraud clues and could better differaetbetween a high and a low fraud risk condition.
In Chapter 4 the application of the traditional #meldecomposition fraud risk assessment methods
was examined with a case study based experimeatsample of 55 members of the Chamber of
Hungarian Auditors. The main aim of this researes wo gather evidence on the effectiveness of

Hungarian auditors’ fraud risk assessment when épgyy the two different approaches.

Thesis 2: In line with the international research esults, with the assistance of the
decomposition fraud risk assessment method Hunganmmauditors’ sensitivity to fraud cues
between a high and low fraud risk scenario is sigficantly greater than using the traditional

audit risk model. (Fortvingler and Szivos, 2016)

Based on ISA 330auditors in their audit program plan shall resptmthe risk identified in
the risk assessment phase. The Hungarian reseasteld how auditors amend a preliminary audit

program and time budet after assessing risk.

Thesis 3: Contrary to our expextations, if auditorsassessed fraud risk is higher, they
do not modify significantly the preliminary audit plan by including fraud effective tests
compared to that condition when they assess loweralud risk. Instead, in a high risk
condition Hungarian auditors typically increase sanple size and have a higher propensity to

consult with an external forensic expert. (Fortvinder and Szivés, 2016a)

71SA 330 on ,, The Auditor’s responses to assessed risks’
10



Thesis 4: When auditors assess a higher fraud ridkvel, the total budgeted hours for the
engagement is significantly higher compared to thease when auditors assess a lower fraud
risk level and the percentage of hours they assigto more experienced audit staff is
significantly higher than in a lower assessed fraudisk condition. (Fortvingler and Szivés,
2016a)

The conclusions of the research are beneficial bothprofessional bodies and also for

regulators and standard setters.

11



2 THE DEVELOPMENT AND CURRENT STATE OF ACCOUNTING FRAU D RESEARCH

It is the responsibility of management and thosargdd with governanédo prepare and
publish fairly presented financial statements aisdldsures. On the other hand, based on the ISA
20@ the overall objective of the auditor is to obta@@msonable assurance about if the financial
statements as a whole are free from material nisstnts, whether due to fraud or error. In this
chapter the recent international academic liteeatsireviewed in relation to financial statement
fraud and to the role of external auditors in deédecand prevention of fraudulent activities. We
place a special emphasis on publications relatédtetask assessment methods applied by external
auditors and the possible responses of auditoengiv the assessed risk. We conduct our review
in reflection of the relevant standards issued QG as those lay down the profound bases of
addressing fraud. The extent to which independedit@s are responsible for detecting fraud is
examined as well as their tools to reveal fraudufi@ancial behaviour. The major aim here is to
develop a literature overview which explores fraathted researches and can be beneficial for
both academic researchers and for practitionergs @mapter concludes by identifying future
research directions which integrate the independeditors’ practices into the existing academic

literature.

2.1 INTRODUCTION
The aforementioned gloomy events in the past diced¢he attention of legislators and
standard-setters to make the necessary amendnieatsstablishment of the Public Company

Accounting Oversight Board (PCAOB) by the Sarba@etey Act in the U.S., the standards

8 Those charged with governance: the person(s)gamizations(s) with responsibility for overseeihg strategic
direction and the obligations related to the actahitity of the entity.
9 ISA 200 on 'Overall Objectives of the Independantlitor and the Conduct of an Audit in Accordandthw
International Standards on Auditing’
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issued by the IFAC, and by the AICPA all address ghbject of fraud as a phenomenon to be
dealt with.

Irrespective of the fact whether an auditor prosidedit services in the U.S, Japan, or Europe,
the independent auditor should conform to generattgepted professional standards while
involving in audit engagements. In this part, teeeral approach to fraud included in two leading
standard systems on auditing is being examined.

According to IFAC’s mission, one of its principaime is to reinforce the accountancy
profession by issuing high-quality internationargtards applied in auditing. Having more than
170 members and associates in 130 countres\ifac.org, one can conclude that it is a globally
acknowledged organization. Its independent stansettthg body, the International Auditing and
Assurance Standards Board (IAASB) develops stasdarg amongst others, auditing, and also
promotes the convergence of relevant internatistaidards. Within the framework of the so-
called clarity project, the IAASB revised and retkd the ISAs, being implemented all over the
world. In the European context, the Directive 26B4£U of the European Parliament and of the
Council of 16 April 2014 amending Directive 2006/88 on statutory audits of annual accounts
and consolidated accounts imposed the use of I&Astdtutory audits in the European Union.

In addition to the activity of IAASB, the Auditingtandards Board (ASB) of AICPA, charged
of issuing comprehensive standards on auditindéenUW.S, also launched a clarity project, in
parallel with IAASB, converging Statements on Airtit Standards (SASY with the ISAs. The
so-called generally accepted auditing standardsA&#Aow clearly indicate the requirements the

independent auditor has to fulfil when providinglauservices.

10 As a result of the clarity project, the clarifi€hSs are referred to as 'AU-C’ within the AICPA’sofessional
Standards.
13



2.2 LITERATURE REVIEW

Fraud related research has an extensive backgamddistory in the international academic
literature. Not only researchers but also regusatord practitioners can benefit a lot from the
findings of these papers. This section is primasdged on two significant review articles written
by Hogan et al. (2008) and Trompeter et al. (2008ix. aim here is to gather an understanding of
fraud-related researches, which will serve as gutirior us in identifying our own research
direction. Recent researches have been conducsed lom the Auditor's Model with Respect to

Fraud (3. Figure), developed by the synthesis wbikrompeter et al. (2013).

Incentive

pressure

Opportunity

A

\

Attitude

Rationalization

The Fraud

Anti-Fraud
Measure

Concealment

Conversion

The Fraudulent
Act

Elements of

Triangle Fraud

The Auditors’ Roles

/ with Respect to Fraud \\

L J
|

| Fraud Risk Assessment
| Fraud Detection Procedures and Auditor Characteristics

| Consequences of Fraudulent Financial Reporting

3. Figure The Auditor's Model with Respect to Fratibmpeter et al. (2013)

Hogan et al. (2008) reviewed nearly 120 papersighiadl until 2008 covering research areas

based on the perspectives of the fraud triangle.
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Fraud itself contains three elements; 1) incenfoe pressure) to achieve a target, 2)
opportunity to commit a fraud, and 3) rationalipat(or attitude) to do so, together widely-known
as ‘fraud triangle’ in the academic literature (§&ey, 1973). The perception and assessment of
the three elements is a key dimension of the rebess fraud risk related researches define fraud
as the function of these three determining fadtdigencing the behavior of a potential fraudster.
Incentive is the perceived motivation or pressuranalividual to commit fraud. Such incentive
can be the pressure to achieve analysts’ foretatite case of a listed company, or the motivation
to pursue accounting profit which comes from lapgefit related bonus compensations. The
opportunity arises when certain conditions fadilitg the perpetration of fraud are in place. The
lack or weaknesses of proper internal control mighbow the misappropriation of assets.
Inappropriate board structure or weak oversight hiniglso facilitate the manipulation of
accounting records in order to report higher e@sin Through the attitude, a person can
rationalize the act itself.

The research of Hogenet al. (2008) synthesis shioatshere is sufficient number of papers
on investigating the incentive / pressure and dppdly components of the fraud triangle, however
less indicative papers can be found for the agitudationalization aspect. There is significant
empirical evidence how analysts’ forecasts, rapavth, compensation incentives, stock options,
the need for financing and the fact of poor perfamge contribute to the higher probability of
financial statement fraud. The literature syntheds® highlights the importance of corporate
governance in reducing opportunity to commit fraid. a future field of research the authors
recommended the investigation of those tools awmtinigues (e.g. data mining, continuous
auditing, pattern recognition etc.) which can beduby both auditors and fraud examiners and
could improve the efficiency and effectivenesdeffraud detection process. High-risk areas such

as revenue recognition, accruals, fair value mes

sent or top-level journal entries have been
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barely researched and evidenced so far. The iged&tn of the differences between the mind-set
of financial auditors and forensic experts wouldals® beneficial.

In 2013 Trompeter et al. (2013) extended the fraathgle approach with several aspects
(see 3. Figure). In their paper they collect andmarize papers and researches between 2008 and
2013. They criticise the fraud triangle approachtdecuses only on the pre-fraud state. First
Dorminey et al. (2012) stepped out of this comfame and turned the attention to the fraudulent
act, the concealment and the conversion. The fiaaidgle represents the fraudster itself, while
the right-hand triangle on the figure represergdthud act, in-between those measures (corporate
governance, internal control, regulation, standafidancial audit, forensic examination) can be
identified which aim at reducing the opportunitydalikelihood of committing fraud. These
measures obviously have an impact on how the ftaudvaluates its opportunity within the
framework of the fraud triangle. The lower sectairthe model (below the line) pays a higher
attention to the risk assessment procedure of@sditVe can identify that the incentive/pressure
aspect has a strong link to the inherent risk wihiéieopportunity aspect interacts with the control
risk. All of these have a significant impact on tiek assessment of auditors. After the auditors
consider the possible fraud acts together with ealmsent and conversion possibilities, they can
easier determine the efforts which should be mad#etect fraud and keep detection risk at an
acceptable level. Based on this model it is cleat audit procedures should be based both on the
fraud triangle concept and on the elements of tduedf Trompeter et al. (2013) state that there is
a continuing need to explore further questionshe field of the incentive/pressure aspect.
Understanding the exact way how incentives havengact on earnings management would be
beneficial for both standard setters and audimmiprove risk assessment procedures. Examining
how fraudsters see the anti-fraud measures of ah@ration would help to construct a bridge

between the fraud triangle and the elements offrdned. Several papers have been issued on
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understanding fraud risk assessment procedurefewet papers discuss the detection techniques

and tools. So future research should also addssabditors respond to the assessed risk.

2.3 FRAUD RISK ASSESSMENT

Both AU-C sec. 240 (previously SAS No. 99.) and I base the risk assessment of fraud
on the elements of the fraud triangle. This me&was duditors have to assess the presence of
incentives / pressure, the opportunity, and thiematization in relation to commit fraud. Hogan
et al. (2008) concludes that academic researchroaght sufficient evidence, and now it has been
proved that there is a strong relationship betviberprobability of fraudulent financial reporting
and the existence of incentives/pressure, oppdytamd rationalization in the organization. Bell
and Carcello (2000) proved the existence of fraiahgle conditions for companies associated
with fraudulent financial reporting and identifidte following risk factors indicating fraud: rapid
growth, weak control environment, management ovi&dgn on meeting analysts’ forecasts,
management that deceived auditors. However, thig/stid not find material relationship between
fraud and traditional risk factors, such as highhnagement turnover, rapid industry growth,
declining industry conditions, significant and unakrelated party transactions, bonuses linked to
meeting profit targets etc. Hernandez and Groo®7B) found that the use of incentive systems
and opportunities for fraudulent financial repogtiare associated with higher fraud risk. The
results also indicate that auditors consider mitigacontrols over management attitudes as more
important than fraud incentives and opportunitredetermining the risk of fraud. They gathered
evidence that when high fraud risk was measuregtriat control (accounting and governance
controls) were not effective. Internal control igoposed to be a useful tool for preventing and

detecting fraud, but weaknesses in the system mdgrmine the accomplishment of this goal.
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Knapp and Knapp (2001) proved that audit managersignificantly more effective than audit
seniors in assessing the risk of fraud with theaismalytical procedures. In their experiment they
evidenced that experienced audit managers asstgsask of fraud high when fraud was present
in the case, and low when fraud was not presemomtrast, the audit seniors’ risk assessment did
not differ significantly when fraud was or was poésent. Their study also examined the impact
of using instructions for fraud risk assessment fmohd that fraud risk assessment was more
successful when explicit instructions were giveanthvhen these were not given to the auditors.
Auditors without explicit instructions could notcaessfully differentiate between a high and a
low fraud risk case. As a conclusion, greater eéepee and explicit fraud risk assessment
instructions result in the most effective fraudkressessment. Researchers like Braun (2000),
Hoffman and Patton (1997) and Hackenbrack (1992gtethe impact of the audit environment
on the process of fraud risk assessment. The igedisins evidenced that time, budget pressure
or the accountability to superiors have a negativgact on detecting fraud. When providing
relevant and irrelevant information to auditorsyteaffer from a “dillution effect”. Hernandez and
Groot (2007b) found that managers’ integrity, hapesd ethics are considered to be the most
important factors in fraud risk assessment, folldws/ concerns about aggressive revenue
recognition and accounting estimates.

“Red flags” (signals) is the official term usedréder to the symptoms of fraud. Red flags are
usually grouped around the elements of the fraaddte. Albrecht and Albrecht (2003) in their
paper drew up the following grouping of red flag$:accounting anomalies; 2) internal control
weaknesses, 3) analytical anomalies, 4) extravdgestlyle, 5) unusual behaviour and 6) tips and
complaints. They also discuss the factors whicheiage the opportunity for fraudulent behaviour
and highlight the importance of effective interr@ntrol as the most prominent tool for

minimizing the opportunity of committing fraud. Alxcht and Romney (1986) highlighted that
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the presence of red flags can frequently be obdemithout fraud actually to be identified. It is
also challenging to factor the red flag into theufit risk assessment method and into the audit plan
(Patterson and Noel 2003) as the number of red #agl their amounts may be relatively small
due to the fact that perpetrators do everythingptaceal their act.

Relatively extensive researches have already berducted on using questionnaires and
checklists in the process of fraud risk assessnidtdr testing 137 auditors Pincus (1989) found
that the use of “red flag” questionnaire in thegass of fraud risk assessment resulted in a lower
level of fraud risk perceived in a fraud case tirathe case of those auditors who did not use
guestionnaires. This suggests that the applicati@uestionnaires is not just ineffective but also
dysfunctional in a fraud case. Asare and WrighD@Gested the usage of checklists in fraud risk
assessment and found that the checklist userswatt fraud risk at lower level than non-users
in a high fraud risk case. They also investigatesl impact of giving auditors a standard audit
program before designing their final audit prograsra response given to the assessed risk. Those
auditors who were given a standard audit prograveldped a less effective final program than
those without the standard program. Their study ptoved that the fraud risk assessment is more
effective if auditors’ propensity to consult witHraud expert is higher.

Significant number of researches are focusing an ithpact of fraud related auditing
standards. Glover et al. (2003) and Zimbelman (1886 found that fraud related standards (such
as SAS No. 82) improve the auditors’ sensitivityrtareased risk and also have an impact on the
extent of the audit plan, but not on the naturehef audit plan. Wilks and Zimbelman (2004)
proved that auditors using long checklists are suraaccurate in assessing fraud risk, and that
auditors are usually insensitive to new evidenagganmding fraud risk. In their research they
examined the impact of further decomposition inghditors risk assessment to consider all three

elements of the fraud triangle. They also recomradritiat auditing standards should encourage
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auditors to gather new, unusual or random auditlendes. Carpenter (2008) examined the
efficiency of brainstorming sessions in fraud redsessment and experienced more quality risk
assessment ideas among audit seniors and auditgeraafier the brainstorming session than
among individual auditors without brainstorming.e8k findings are consistent with the results of
a PCAOB inspection (PCAOB 2007). Brazel et al. (®@0Zvidenced that face-to-face
brainstorming creates a link between fraud riskesssient and fraud related testing, so the quality
of the brainstorming session has an impact on tladity of the fraud risk assessment. They found
that the brainstorming is more effective if it isne at early stages of the audit process. Effigienc
of the brainstorming can be further improved byoimng IT experts into to brainstorming. Eining
et al. (1997), Bell and Carcello (2000) and WilkslZimbelman (2004) evidenced that the use of
regression models and expert systems improve gessiment of fraud risk, however there is no
evidence that the application of checklists coudphiicantly assist auditors in risk assessment.
Researches also indicated that analytical procedane not really successful in detecting fraud.
This can be explained by the fact that managersnatiee position of concealing or explaining
fraudulent reporting or unusual transactions. Havethe usage of methods like the Benford's
Law (Durtschi et al. 2004, Cleary and Thibodeauzx200igrini 2005) or neural network systems
(Lin et al. 2003, Koskiavaara 2004) facilitates arenaccurate risk assessment. Trompeter and
Wright (2010) tested analytical procedures and dotlrat as auditors set their expectations and
evaluate management explanations based on infamedceived from the client, if the client is
actively engaged in committing and concealing thed, the traditional analytical procedures are
not sufficient. The client can also devise thedraat and it is very likely that it will not be @éeted

by the traditional analytical procedures. Srivaatat al. (2009) demonstrates an evidential
reasoning approach with the Bayesian frameworluppsrt fraud risk assaesment. The formula

contains the risk and controls linked to the aspetthe fraud triangle (incentives, attitude and
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opportunity) and facilitates the precise assessioiahte impact of the presence or absence of and
interrelationships between the three fraud riskdi@c The formula can also be used for audit
planning and evaluating audit findings. Former aecle papers recommended the use of decision
trees, but this is not appropriate in situationshsas fraud risk assessment, where there areasever
interrelated variables. The authors emphasizedrtpertance of incorporating the impact of error
besides the impact of fraud in the model and s&t & future research direction. Fukukawa et al.
(2011) investigated two important questions inrtheicle. First, based on archival working papers
of 228 clients of a Japanese audit firm, the astlgpouped the individual client risks into risk
factors. Second, they proved that there is a o#lahip between the risk factors and the allocation
of audit resources. This means that the total dudits budgeted are influenced by the risk factors
identified by the factor analysis. The authors daket there are only a few authoritative guidedine
on how such grouping should be done. As the relBesupports the idea that audit resource
allocation decisions depend to a greater extebtoad risk factors, rather than on individual risks

it may be beneficial to provide guidelines andriag which could enhance audit efficiency.
Authors also highlighted the need to relocate metesesources from the examination of total
budgeted hours as a response to the nature ofitliepgocedures in the program. Hammersley et
al. (2011) investigated how audit seniors modigitlaudit program if they identify a heightened
fraud risk from a different perspective. They fouhdt internal control weaknesses increased the
perceived fraud risk level of auditors; howevenassponse they were unable to develop a higher
quality audit program. Trotman et al. (2012) basadheir experiment found that the auditors’
fraud risk assessment significantly depends on hemnedr not external evidence disconfirms the
attainment of a key business objective, but onlgrvhonflicting messages are provided by the
two kinds of internal evidence. Auditors tend tnage external evidence if management controlled

internal evidences are showing low fraud risk.y&stava et al. (2011) tested the Dempster-Shafer
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theory to assess fraud risk. The model containe tigpes of risks, a) the risk that management
have incentives to commit fraud, b) the risk thahegement have opportunities to commit fraud,
c) the risk that management have attitude to ratisea committing fraud, and finally d) the risk
that the auditors will fail to reveal fraud. Theidy not just demonstrates how to use the model in
determining fraud risk, but it also gives guidetifew to use it in planning the audit procedures.
It takes into account the risk of both error arelit. We have to note that this model does not
decompose the fraud risk into components of thedfteaangle. The biggest problem of audit risk
models is that they do not give a hand to exprkssperceived risk with numbers, and as a
consequence many professionals argue if they hayeractical value at all. Chang et al. (2008)
focused on the detection risk within the audit mstdel in order to increase audit quality. They
used fuzzy theory to assist auditors in risk assesas and found the method suitable for fields
with high subjectivity, such as audit risk assesgm&hey identified 43 critical risk factors
influencing detection risk (combination of inhereigk and control risk) and allocated them to
three dimensions and eight categories. Johnsoh &04.2) conducted an experiment with 101
auditors in order to examine how observable indiaisuch as the client narcissism or personality,
are taken into consideration by the auditors inrtfle assessment process. They found that there
is a significant and positive relationship betwearcissistic client behaviour and the overall level
of risk assessed by the auditor. Favere-Marcl#KiJ) conducted an experiment with 60 audit
managers and found that those who decomposed fistudad a significantly different assessment
of risk than those who only categorized the risks risk factors. The experiment also found that
those auditors, who decompose the fraud risk, lystel higher need to adjust the audit plan and
increase testing in the case of higher perceivsdd ri

An important examination was conducted by Brazedle{2006) which revealed that firms

involved in fraudulent financial reporting expered a significant difference between financial
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and non-financial measures. This suggests the tapoe of examining non-financial measures in
risk assessment. Brazel et al. (2009) examinedidftars use publicly available non-financial
measures effectively in order to assess the rebkamess of financial performance. Their study
found that firms that committed financial statemfratid have a higher difference in percent in
change in revenue growth and percent change in NRdMsthose competitors that did not showed
fraudulent behaviour. These differences can betipeli associated associated with financial
statement fraud. The authors suggested the exteofibe traditional fraud risk assessment model
with the assessment of non-financial performancasmes. The paper also provided benchmarks
for the possible inconsistencies between finaranal non-financial performance measures.
Besides fraud risk assessment it is also impottaekamine what is the impact of the risk
assessment on the elaboration of the audit plaraadd procedures. Researches provided very
diverse results whether auditors amend their aquidit when they experience an increased fraud
risk. Neither of the previously mentioned Gloveakt(2003) nor Zimbelman (1997) could prove
that the increased level of fraud risk is also @nésd in the content and quality of the audit plan.
Johnstone and Bedard (2001) examined the impawstifased error and fraud risk factors on the
audit engagement planning. They identified thathaigerror risk factor had an effect on the
engagement, but higher fraud risk did not have @ptifiable impact on the engagement
planning. Hoffman and Zimbelman (2009) evidencet guditors affectively modify their audit
plans when it is reasoned by the brainstorming. Harsley et al. (2011) found an improving
relationship between fraud risk assessment, evelenvaluation and the testing conducted by
auditors. Carpenter et al. (2011) proved that mateauditors conduct more fraud related audit
procedures when fraud risk is increased if theykirogroups. PCAOB observations (2008, 2010)
say that deficiencies exist in the response oftatglto the perceived fraud risk. It is not cldar i

auditors do not know how to respond, or they doragpond with the right procedures. The latest
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researches say that brainstorming, strategic r@agoand documentation changes can result in
enhanced links between auditors’ fraud risk assessand their testing. Trompeter et al. (2013)

indicates this field as a prosperous field of fattgsearch.

2.4 RESEARCH RESULTS AND PUBLICATIONS FROM HUNGARY

As our research, among other objectives, aimsstihtethe application of different fraud risk
assessment approaches on a sample of Hungariaoraudiwas inevitable to present and discuss
the relevant national research results and prafeabpapers published on this field.

Lukacs (2007) in his paper used the results ofn@rnational survey published by ACFE
(Association of Certified Fraud Examiners) to preghe most commonly involved general ledger
accounts in fraud cases. The author differentibtg®/een the concepts of creative accounting,
unintentional error and fraud.

Széasz (2013) in her dissertation examined the @aund concept of accounting fraud on
international level by reviewing and analysing peasses of fraudulent financial reporting. She
stated that accounting fraud occurrences cannebted as purely accounting issues, usually the
fraudulent case cannot be described and analysiedlgby accounting principles and categories.
After a thorough examination the author concluded the main motivating factor for fraudulent
financial reporting is the high profit requiremevttich pressures management. It is also noted that
in the examined cases the main features of copgmaternance (board of directors, internal audit
etc.) were not able to serve the interest of theeyesand prevent the fraud. The author concluded
that more rigorous accounting and auditing stargjdhe maintenance of moral intactness and an

effective corporate governance system itself woll loring solution to the problems.
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Madi-Szabé (2015) discusses the responsibilitydftars in detecting fraud. After presenting
the concept of the fraud triangle, the author ersjzles the importance of the risk assessment
process and the responses given by auditors tasessed risk.

When discussing audit or fraud risk assessmensbak have a thorough understanding of
the concept of risk. The dilemma of risk and uraiaty was discussed by Bélyacz (2010) and
Bélyacz (2011). Both risk and uncertainty has argjrrelation to the concept of probability.
Probability can be discussed either from an objedair from a subjective approach. The objective
approach tries to quantify probability through thember of occurrences, while the subjective
approach is based on the personal feelings ofishais towards certain assertions. Mohl (2013a)
states that audit standards apply the subjectiy@oaph as risk assessment is based on the
professional judgements of auditors. The authar atgues that the auditors’ scenarios can rather
be described as an uncertainty than a risk. Iaky 8scenario we know the possible outcomes and
we can assign probabilities to the outcomes, whikn uncertain condition we have information
neither of the outcomes nor of their probabilities.

The first influential domestic papers on the fiefdaudit risk assessment were published by
Lukacs (1998a, 1998b). Besides discussing the rdiife risk components based on the
classification given by the audit standards (Auidik = Inherent risk x Control risk x Detection
risk), the author differentiates the internal rig&tors from the detection risk. Internal riskttas
cover the inherent risk and the control risk. Tlagper emphasizes the risk which arises from
inappropriate regulation. Detection risk is desedilby more than 20 different risk factors which
arise partly from the personality of the auditod grartly from the procedures conducted by the
auditor.

Szekeres (2007) examines the importance of quedgyrance in the audit process. The author

states that on one hand the quality assurancensysietributes to the reduction of overall audit

25



risk, while on the other hand high quality auditrlwpartly depends on the risk assessment method
which provides basis for planning the audit engagi@iensures the identification of critical and
important fields of the audit.

Bordané (2008) clarified a miss-concept regardihg improper understanding and
application of the term ‘control risk’ in Hungaridanguage. Among Hungarian professionals
control risk is frequently mixed up with the riskinternal audit. With the term ‘control risk’ the
international profession refers to the risk that ithternal control system of the company may not
detect or prevent misstatements either due to foaedror. When assessing the audit risk one shall
consider the inherent limitations of control righat the internal control system of the company
cannot detect entirely all the inherent errorsntentional misstatements. Consequently, the level
of inherent risk cannot be reduced to zero.

Lukacs (2008) in his empirical research investigdiew Hungarian auditors conduct their
tasks and typically what type of risk assessmerthatkethey use in their practice. The research
revealed that only 60 % of the respondents compiheteisk assessment regularly as part of the
audit planning process, 22 % only if it is necegsard 11.5 % never includes this step into the
planning process. He concluded that auditors ingduyare not really fond of and comfortable
with the risk assessment as an activity. The autaded that in default of audit risk assessment
there is no room for a risk based audit. Here we i@ note that these figures might have changed
favourably in the last couple of years as a resiulbe more and more rigorous quality assurance
system imposed by the Chamber of Hungarian Auditors

Lado (2010) examines whether the risk based apprisaapplied cost efficiently in practice.
The author says that if auditors are asked to ifyemdks they usually review financial statements.

By doing so the auditors can can identify the imhpdifferent risks, but this approach does not
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underpin the identification of the significant azmmprehensives risk sources. It is also advised to
examine the roots of risks instead of focusing amythe symptoms.

Wagner (2011) in his paper talks about the diffigubf developing an objective risk
assessment method. All the qualitative methodsealty resource intensive and are based on
professional judgements. Another important drawhmcke audit risk assessment methods is that
they approach risk basically from the financiatet@ent point of view and ignore organizational
and managerial issues. The majority of the riskssment systems used in practice measures the
level of risk as the function of its expected imipaed the probability of its occurrence. However,
in practice it is difficult to decide which of tHellowing two cases represents higher risk for the
business: an event with huge impact but low prditator one with high probability but low
impact. Risk assessment methods usually evaluskdattors individually (separated from other
factors), however they ignore the impact of thateirelation. In an effective risk assessment
system several, frequently hard to measure faatmisalso their interrelations shall be considered.
This problem can only be resolved by the applicatd multi-dimensional decision modelling
technigues with which a better quality of audit lwoan be achieved.

In his paper Amon (2011) talks about the possieponses that an auditors can give to the
assessed fraud risk. The author identifies thatritore important to focus on the nature and type
of the audit procedures instead of the number otguures conducted (e.g. sample size). The
paper also suggests that auditors shall take #ugl frisk into consideration in the planning stage
of the audit.

Mohl (2012) examined and discussed the applicagfdoelief functions for risk assessment
in the practice of credit institutions. Belief fuimns are well-recognized and broadly used on

international level, but unknown for the Hunganmaofession. Belief functions better describe the
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risk approach than probability functions, as thaketinto consideration three possible options:
positive assurance, negative assurance and thefadsurance.

In his doctoral dissertation Mohl (2013a) describiesl development of risk’'s concept in the
practice of auditing. The author found that a mdrHungarian auditors, mainly those working
individually or for smaller audit firms, conductthisk assessment on an intuitive basis instead of
following an audit risk assessment policy developeernally by their audit firm. The study also
revealed that those auditors who regularly condigk assessment mainly use qualitative
categories (low, medium, high) instead of quamtiyithe given component of the risk. The
research work also evidenced that the majoritjyhefduditors assessing the risk use a transaction
based approach instead of a business based appfofacther finding of the study is that auditors
conducting risk assessment could also benefit fileenoutcome of the risk assessment in later
stages of the audit process (planning the audigrpro and procedures, executing the audit
program and evaluating it. In a later study Mol0%2b) concludes that the business risk based
models are deemed to be the most effective metiookisep audit risk at an acceptable low level
while maintaining the required standard of audit.

Fortvingler (2012) examined the importance of tislksed approach in the audit of EU funds.
The author stated that independent of the facbifilitnds or a business association is audited it is
of vital importance to identify, analyse and man#ggerisk. In the case of auditing EU funds it is
secondary to test controls that is based on abasled approach. Fortvingler (2013) in a paper
dealing with the audit of EU funds found that alH@gconvergence between IT systems at the EU

level would result in a more efficient audit system
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2.5 CONCLUSIONS

Based on the numerous research papers reviewesth&wgwith the two synthesis papers
(Hogan et al. (2008) and Trompeter et al. (2013))ocan conclude that international academic
research activity on the field of financial statem&aud is turbulent, extremely extensive and
multidisciplinary. Prior international researche=edly investigated the components of the fraud
triangle (incentive, opportunity and attitude) asrdught several outcomes which are beneficial
both for auditors and for standard setters as Wsla consequence of the complexity of this field,
future research directions are expected to be evga cross-disciplinary, expanding well beyond
the boundaries of accounting. Future accountingdfr@lated researches might be conducted on
the field of psychology (e.g. decision theorieshsas evidential reasoning), management studies
(organizational behaviour, human resources) araaisinformation technology. In the future a
considerable research effort shall be made intéuttileer investigation of the relationship between
the incentives and management decisions, and tpeacinmof internal control systems on the
opportunity aspect of the fraud triangle. Frau#t assessment will continue to be a highly and
frequently tested issue, where there is a neediderstand the impact of risk assessment on the
audit planning procedure. It is also known fronopriesearches that auditors proved to be weak
in producing a better quality audit plan in a highud risk case. This might result in an ineffeetiv
audit program which is not just unable to revea afentify fraud, but it is also very expensive
for the client. Very little research has been cantdd on topics which examine how information
technology solutions, such as the application ofPE®/stems, e-business and e-commerce
influences the work of auditors.

Referring to Hungary we found that fraud in genaral the auditors’ risk assessment methods
have already been discussed and investigated by acatdemics. Prior national researches used
mainly the survey method to collect data. For insgathe Hungarian auditors’ practice and risk

assessment was examined by Lukacs (2008) and M6mhB&) by empirical surveys. However,
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we can conclude that neither of the implicationfiaud risk assessment methods nor the
relationship between IT systems and audit risk ssseent were investigated. Case study
experiments, which are frequent tools of internaloresearches, have not been conducted by
Hungarian academics so far. Research objectivesedreut in line with the above observations.

Our deliberate aim is to add valuable observatiortke national audit profession.
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3 THE IMPACT OF DATA AUTHENTICATION AND SECURITY ON TH E RISK
ASSESSMENT OF AUDITORS

3.1 [INTRODUCTION

Fairly presented financial statements are factiiede from bias and any material
misstatements, and reflect the commercial substaht®e financial transactions at a company.
These statements have a standardized format anddshe prepared in accordance with the
applicable financial reporting framework. Exterraldits provide reasonable assurance to the
owners of the business’s on to what extent findrsteements are free of material misstatement
whether due to error or fraud. There is alwayssk (control risk) that the business’s internal
control system cannot prevent, detect or corredstaiements. The necessary sources of the
financial data are handled nowadays by ERP syst&iggered out the manual handwork. The
applied ERP systems are different in companiesrdotpto the size and the business flows of the
company. When it comes to a small or middle siz@ohpany, many of them use one generic
system, which operates both the OLlARanalysis) and the OLTP (transaction processing)
functions. There is a common risk to overwrite @itmtentionally or unintentionally the master
data, which can influence the reliability of fingacstatements. Lots of control procedures assure
that the contained data are valid and show theaindefair state of the business. In this paper, we
review how control procedures in an ERP systemimifunence the level of control risk and thus
the scope and quantity of the audit procedurepedd by the financial auditor.

In the audit of financial statements there is alsvayisk that a misstatement appears at the

assertion level which is material either individyabr when aggregated and could not be

11 OLAP: On-Line Analytical Processing
12 OLTP: On-Line Transactions Processing
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prevented, detected or corrected by the internatrabof the company. This type of risk is called
control risk and it plays an important role in tiek assessment of auditors.

The accuracy and relevance of master data and milete are essential for the fair
presentation of financial statements. Today thdieamn of ERP systems is quite common in
business. It also means that ERP provides theophativhere master data and master files are
managed and maintained. There are transactionirtgcease the risk of misstatements in the
financial statements. Such transactions are etg.rdggration, or unauthorized change of data in
master files. These can have an adverse impatiede\el of risk perceived by auditors who have
to maintain the overall audit risk at an acceptédlel.

This part of the dissertation is structured asofefi. First, the authors define the risk
assessment procedure of the financial auditorsttzgrd give a thorough literature review on the
impact of information technology applications ore thnancial audit procedure and on risk
assessment. Secondly, they prove the importanogasfer data management in the accuracy of
financial statements and demonstrate an availabolein Microsoft Dynamics AX environment
for checking the integrity and consistency of mast&a across all relations. In the conclusion
section they investigate the interrelation betweensistency check and the financial audit

procedure.

3.2 THE RISK'2 OF AUDITING FINANCIAL STATEMENTS
There is always a risk that the auditor expressegappropriate audit opinion about the
financial statements, this is called audit riskskRassessment procedures are conducted by the

auditor to understand the entity and its envirortni@cluding its internal control, to identify the

13 Definitions are based on ISA 200
32



risk of material misstatement either due to errdraud. Audit risk is made up of two components:
the material misstatement risk and the detectisi ri

Material misstatement risk can be split to inhemsk and control risk (Figure 9). Inherent
risk is the susceptibility of an assertion to astasement that could be material, either indivijual
or when aggregated with other misstatements, asgumhiat there were no related internal
controls. Control risk arises in an assertion twild be material, either individually or when
aggregated with other misstatements that will roplevented, or detected and corrected on a
timely basis by the entity’s internal control. Detten risk is the risk when the procedures
conducted by the auditor will not detect a misstetiet. This derives from the fact that the auditor
does not, and cannot examine all available evidefoe control risk and the inherent risk are the

risks of business and exist independently fromatingit procedure.

o Risk of material . .
AuditRisk [ = | Detection risk

Sampling risk NO”';;'(“D""Q

4. Figure The components of audit risk

AR (Audit Risk) = IR (Inherent Risk) x CR (ContrBisk) x DR (Detection Risk)

ISA 200 states that in order to provide reasonasigurance the auditor should gather
appropriate and sufficient audit evidence to keegitarisk at an acceptable level. Our study

investigates the control risk, which is one of theee above mentioned risk factors. Control risk
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depends on the effectiveness of internal contrsigied and implemented by the management of
the entity. Efficient internal control, however,ncanly decrease but not totally eliminate the
existence of control risk. This means that a cetarel of control risk will always exist. The most
common examples are human errors and mistakegxamdples when the management and those
charged with governance override control.

Based on ISA 315 definition, internal control iBétprocess designed, implemented and
maintained by those charged with governance, maneageand other personnel to provide
reasonable assurance about the achievement otityisembjectives with regard to the reliability
of financial reporting, effectiveness and efficigraf operations and compliance with laws and
regulations’. During a financial statement audie thuditor should acquire a reasonable
understanding of the relevant aspects of the ¢hanternal control system. This covers the
identification of potential misstatements, the e¢desation of the factors that affect the risks of
material misstatement, and based on the first heodesign of the nature and timing of further

audit procedures.

Hypothesis 1: The application of data consistencyheck in an ERP (Enterprise Resource
Planning) environment will reduce the control riskduring the audit risk assessment and as
a consequence auditors shall include less extenssubstantive procedures and/or decrease

sample size in their audit plan in relation to teshg data migration process.

In order to test our hypothesis we provide an oeenboth of the relevant ISAs and of prior
researches on the field. To demonstrate the impfallt controls on audit risk assessment and
planning, one possible control procedure, the datasistency check will be presented and

discussed from standpoint of data validity and eacy
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3.2.1 The impact of information system applications on tk level of control risk

Companies can gain substantial benefits from udirgystems, however, this can also bring
significant risks. The financial statement can beppred based on information derived from IT
systems which inaccurately process data or pranassurate data, or in certain cases both at the
same time. If users have unauthorized access aatdatght result in improper changes in data or
in the record of unauthorized or non-existent taatisns, or inaccurate recording of transactions.

ISA 315 says that the auditor should understandirtfiemation systems applied by the
company and all the related issues relevant te&iahreporting. ISA 315 also says that the auditor
shall overview the related accounting records, etppg information and specific accounts that
are used to initiate, record, process and repanstctions. It is also important for the auditor to
understand the way the information system captuaesactions and events that are significant to
the financial statement.

Furthermore the auditor should understand how tmepany responds to the risks arising
from the application of IT systems. An auditor egammine a computerized information system
on one of the following ways:

- ifthe auditor has the required knowledge the I3ty can be tested by the auditors itself,

- if the auditor does not have the required knowlefigethe test it is recommended to

involve IT expert,

- If the auditor does not have the required knowl€dgéehe test and for some reason does

not want to involve IT experts, the number of mdnests shall be increased.
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Information technology controls (IT controls) are controls that provide reasonable
assurance that the information techonology useahlbyrganization operates as intended, that data
is reliable and that the organization is in compd@with laws and regulations.

The expectedT control procedures an entity shall conduct can be split into two gatees:

1) General IT controls and 2) Application controls.

General IT controls are those policies and procedures which suppat agppropriate
operations of an information system. General ITtcds cover the following: 1) data centre and
network operations, 2) system software acquisitthiange and maintenance, 3) program change,
4) access security and 5) application system aitigmisdevelopment and maintenance.

Application controls are procedures, either manual or automated,uhaitrbusiness process
level. The purpose of these controls is to maintaeintegrity of accounting records. They are
either preventive or detective. Most common appbcacontrols are: 1) controls over input:
completeness, accuracy and authorization, 2) csrak@r processing, 3) controls over master file
and standing data. The application of general Iifitrods and application controls are strictly
interrelated in a way that they can either suppottndermine each other. The strength of general
controls can increase or decrease the reliabilityagplication controls. For example the
weaknesses in general control procedures, e.gemydévelopment or software maintenance, or
the authority of system users to sensitive datystem functions might result in a higher control
risk as it can deteriorate the efficiency of apgtiion controls.

The level of control risk depends on the nature ahdracteristics of the company’s
information system. The company must manage tleofisising IT applications by setting up

effective controls in respect of the nature ofitifermation system.
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3.2.2 The response of auditors to increased control risk

As stated in ISA 200 the auditor is responsiblenfiaintaining the audit risk at an acceptable
level. As the audit risk is the function of thekrisf material misstatement and the detection risk,
if the internal control system fails to operataaéint and effective controls over the IT system it
necessarily results in increased control risk dn in increased material misstatement risk. In
order to maintain the acceptable level of audit tise auditor should outweigh this effect by
reducing the risk of detection. In this part weiegwwhat ISA 330 says about the auditor’s required
responses.

Based on ISA 330 the auditor must design and agpbropriate responses to the assessed
risk of material misstatement at the financialestagnt level. If the auditor reveals that the rifk o
material misstatement (including the control riskhigh, substantive procedures that respond to
the assessed risk shall be conducted. The auditorrespond the assessed risk of material
misstatement by means of:

- maintaining the professional scepticism in the gegaent team,

- more experienced staff with more sophisticatedsskhould be appointed,
- the use of the work of experts,

- higher supervision over the audit process,

- higher unpredictability in the selection and apgticn of audit procedures,
- general changes in the nature, timing and scopfeecdudit procedures.

The response of the auditor to the assessed ghkytuepends on the auditor’s opinion of the
control environment. If the control environment effective the auditor might put higher
confidence in the internal control and the auditlemce gathered internally. Inefficiencies of the
control environment, however, have the oppositeachpn the procedures conducted by the

auditor. The auditor’s responses to the ineffeatimetrol environment are as follows:
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- more audit procedures shall be conducted,
- gathering more audit evidence from substantive gutoces,

- greater number of locations shall be included enahbdit.

Any material misstatement revealed by the audsoan indicator of the weakness in the
internal control system. The auditor may decide to:
- perform only substantive analytical procedureshay tare sufficient to reduce audit risk to
the required level,
- conduct test of details only,

- use a combination of substantive analytical prooesiand test of details.

As the assessment of the risk of material misstam¢nsonsiders the characteristics and
reliability of the internal control system, the emt of the substantive procedures should be
increased if internal control turns to be ineffidie

However, it should be highlighted that the audgaisk assessment is a matter of professional
judgement, so might not take into consideratiorriaks of material misstatement and there are

inherent limitations to internal control, i.e. mgeaent can override controls.

3.3 LITERATURE REVIEW

Both the function of audit and the required auditgedures (analytical and substantive) went
through significant changes as a consequence o mtensive ERP system application among

businesses. The research conducted by Wright anghtM2002) evidenced the fact that the
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application of ERPs significantly increases thetedmisk. They also stated that many of the risks
come from inadequate training of personnel. Howeg#icient internal control procedures can
outweigh the risk arising from the application. TGoenpanies must manage the control procedures
properly as it costs approximately 50 to 100 timnese to add functionality or to correct an error
post-implementation that it would have cost to pievthe proper functionality during the
implementation (Goldberg and Godwin 2003).

Bae and Aschroft (2004) stated in their study thdaernal auditors shall focus on two issues,
on control activities and on information and comination, out of several components of an
internal control system. Control activities are ggdures to protect the company’s assets and
prevent the manipulation of accounting recordsormiation and communication are the timely
identification, collection, processing and repagtiof relevant data in a useful format, such that
employees can effectively meet their responsibfditilt is essential for an external auditor to
understand and document how the ERP system colexisprocesses data and what are the
controls implemented in relation to the ERP system.

The research conducted by Messier et al. (2004yeging the six biggest public accounting
firms in Norway, investigated the impact of IT dretaudit procedures performed by external
auditors. The research also examined whether igasrof misstatements revealed by the audit
are different for computerized and non-computerizesiness processes. They found that control
procedures were missing more often in computerizhder than non-computerized business
processes and there is an increase in the caunsisstitements resulting from missing and poorly
designed controls and audit test. They also fobatlds IT emerged in business, a deterioration of
the control environment and excess workload of aeting staff could be observed. The authors
identified that the main reason auditors couldredt on the internal control was their belief that

substantive testing was more effective.
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Some earlier researches indicated (e.g. Huntoh,&0€4) that financial auditors recognize
the risk associated with the ERP systems diffeyetithn IT auditors. Only certified public
accountants were included in the research andutiveys found that financial auditors were less
concerned than IT auditors with the increased aslkthe ERP implementation (e.g. business
continuity, database security, application securf§nancial auditors had a higher belief in their
capabilities to evaluate risk in both computerized non-computerized information systems.
Financial auditors need the expertise of IT auditand a strong cooperation between them is
required. A study conducted by Brazel and Agogli2007 showed that auditors having a higher
information system expertise assessed higher daigkoin the case of new information system
(e.g. ERP) implementation than those not havingipus IT experience and when internal control
and computer assurance specialist competence wasnancial auditors planned more extensive
substantive testing. As we evidenced above theaatestandard on auditing (ISA 315) requires
the financial auditors to change their audit praced and strategies in response to changes in the
audit clients’ information systems. However, somsearches indicated (e.g. POB 2000) that the
level of and the change in control risk sometimes ot reflected in the audit procedures
performed by financial auditors.

As the consequence of using IT applications and &§REms in businesses, the auditors were
forced to cope with the challenges of providingiaud T environment. Many professional bodies
(IFAC — International Federation of AccountantAGA — Information System Audit and Control
Association, AICPA - American Institution of Ceréifl Public Accountants) have issued standards
referring to this issue. The survey of Yang and iGua 2004 examines the importance and
advantages of using these standards in finan@tdrsent audits and emphasizes the importance
of having a thorough understanding of these gudsli standards by the auditors. Vendrzyk and

Bagranoff in 2003 investigated the impact of infation system audit on the work of financial
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auditors. They found that in the last couple ofadis the role of IT audit has shifted from a
support tool towards an important pillar of finaadcaudit. They also revealed that financial
auditors found the test of general and applicatiomtrols very important and the weaknesses of
these controls have an impact on the scope oiutii @rocedures performed by financial auditors.
Based on reviewing all relevant literature Kanellma Spathis 2011 stated that ERP systems
exert a significant impact on financial audit antérnal audit. According to Kuhn and Sutton 2010
in ERP environment errors might be undetected ér¢hare no sufficient audit procedures
performed, so internal control procedures shaliny@oved. Several risks appear and the most
significant ones are related to information intggriransaction errors, transparency of data and

fraud.

3.4 MASTER DATA MANAGEMENT

One of the first steps of keeping the system datalation is to secure the integrity and
consistency of the Master Data. If Master Datamsgan be overridden, like the legal entity, this
could lead to a serious problem. The area of thetdaData has to be first identified, and rules
must be declared on how the change process wil like in this area. The area which will be
called Master Data can be described on its waynbsracting with other data areas. In ERP
systems, the generally called Master Data is ugualblved in each transaction (Forester, 1961).
For instance a customer can buy a product; a vecatoisell an accessory. Between the master
data and the transactional data, these relatiopstap be examined. These are the main areas,
which can be covered by this definition:

- Vendor and customer core data
- Global Address Book

- General Ledger
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- Inventory
- Fixed Assets
- Open Financial Transactions (e.g. open purchass,aosden sales orders etc.)
- Warehousing and transportation data
- Production data

There is another way of defining Master Data byifescycle. These functions describe the
following operations: Create, Read, Update, Del8tgrch, generally called SCRUD. When we
define the Master Data this way, it will slightlgange from company to company. It is a common
experience that Master Data generally tends to tee molatile than transactional data, which
means that it is important to keep the validityeTkey usage of Master Data is reusability; we
want to use the valid data as a basic of the tcdioss entered in the system. ERP’s role is
becoming more and more complex and the need is confar storing the Master Data only in
one place and reuse it via a common channel. Pidpster Data Management could be vital
(Figure 10), for instance a typing mistake in amoine ship-to or bill-to address may cause
problem and confusion. But we also mention the ipdag of a mistyped price in the item master,
an incorrect account number in account mastersethetions can lead to even fraud-like actions.
So maintaining the Master Data, and keeping tha&lisaland consistency is very important to

avoid these kind of issues when operating an ERESy
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5. Figure Data flow in the area of master data mgement

Suppose that the current status of the Master da not contain any errors. In this case, we
should secure, that only one used entity exisis,renone uses local copies from cache, etc. An
older and not up-to-date version of Master Dataltc@mause exactly the same problems as
mentioned in the previous section.

There are many conglomerates, which are expandagiergers and/or acquisitions. Each
time they acquire a company, the following probleccurs: the acquired company has its own
Master Data and transactional data. This factead to issues at merging: the structure of the data
is different, sometimes came from different ERR] #mere are possible duplicates. When the
company acquired comes from a corresponding areasifiess, which is a possible situation, they
likely to have the same customers, vendors. Traiosed data have to be checked one by one for
all of these vendors and customers. Items, atethand inventory Master Data could be even

harder to reconcile, when the corresponding pagte wupplied by the same vendor, but probably
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with different item and vendor identifiers. Handjithese kind of problems can be a part of the

company’s change management process (Figure 11).

Request fora §
change B

Cost estimation and
managementapproval

Workload estimation IT log and manager
andschedule ' future review

Documentation of
changes and final B Implementationand test
approvalfrom steering
commiftee

Finalapproval from
management

6. Figure Change management structure

Common data cleansing issue is to consolidateitfezeht versions of the same data element.
Let’s get an example, the same vendor, who can$exaral business names, site addresses, phone
and fax numbers. The name of the business respertsih be written as Matyas Gabor, Gabor
Matyas, Gabor Matyas, Matyas Gabor, and in a laitbér versions. The data cleansing in this
case needs a lot of manual handwork, because ndatetlase data update queries cannot resolve

this issue correctly(§sz and Fodor 2013).
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At this stage it is important to estimate the anmafrfully or partly invalid data. There are
just limited tools for this estimation and only foe syntax issues. Right now the exact estimation
needs a lot of handwork beacuse of the hardnessesriantic comparison automatization.

There are a lot of advantages, when a company tlesia, up-to-date and valid Master Data:
- can improve customer satisfaction,
- could save time and money in business operations,
- could reduce the danger of loss of revenue,
- could reduce the possibility of legal issues whexpgaring financial statements,
- reduces the time need of the database maintenance,
- minimizes the possible impact of having a corruggatase.

It is clear about these reasons, that having acoeaistent and valid set of Master Data is vital
for every ERP systems. All the policies, processeb systems, which are needed to achieve this
is known as Master Data Management.

If Master Data Management is well defined, we sHoobte, that it is just partly a
technological problem, but the most difficult thintp solve in this area are related to business
processes and internal data flows.

Standardizing the data is often the most diffipalit of making the right Master Data. On the
technical side, at first the data structure hashé¢onormalized to 4th normal form. After
normalization the missing values have to be indefte instance the default values and the initial
setups. Often there is a next step when standagdihie values, e.g. convert all dimensions to
metric, all prices to a common currency. In thisecat multinational companies there is a need to
have a solution for cross-converting.

In this chapter we turn our attantion to a specifethod of Master Data validation. What kind

of algorythms can be used to automatize the vadidgirocess, and how can the human factor be
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minimized? Future research efforts are needed am ¢t@n the amount of invalid data be

determined and how can it be estimated?

3.4.1 Consistency Check, a proposed methodology to reducentrol risk

Consistency Check is one of the strongest toolslicrosoft Dynamics AX to secure the
validity and consistency of the transactional d&tchnically it is a batch processing tool, which
validates every transactional data in the systerd, checks the connections between the other
transactions and Master Data as well. The runnimg tof this tool can be extremely long,
depending on the number of the transactions isystem.

Tables in Dynamics AX can be divided into threeegaties: 1) master data tables like
Customers, Ledger Accounts, Vendors, etc.; 2) &etion headers like Sales Orders, Purchase
Orders and 3) transaction details like Sales Otdees, Purchase Order Lines, etc. When a
transaction is entered into Dynamics AX, the nemgssndexes and keys are updated for
connecting Sales Orders and Lines. Sometime tleeseds can be abandoned, which means, that
the parent record was deleted while the child still exist. These are called orphan rectfrds
because the transaction still exists, but eitheptrent or the child does not exist anymore.

If we have numerous orphan records, it can slowrdtve performance. To avoid these
situations, AX2012 has a tool, which is called ¢stency check. The basic idea behind this tool
is to go through the whole database and scan furaor records. Keeping the transactional data
up-to-date is vital for every ERP system, no matikat was the scenario because these records

remained orphaned.

14 Orphan records are records of data that havengetoconnection to other data.
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The ConsistecyCheck framework is the core of theddyics AX data migration process. If
we want to use it as a whole integrity check fer dlatabase, more tables and rules can be inserted
into the validation process. These modificatiorsusth be derived from the SysConsistencyCheck
base class, and should make the following methedscutionorder(), run(), description(),
helptext() (Figure 12). All the derived classesidbi@verwrite these methods to specify the related
tables and methods. The kernelCheckTable and KelneekRecords methods check the relation
between these tables. The modifications are esseb@cause the standard consistency check
which comes out of the box with dynamics AX doescmntain the necessary areas for a specific

implementation.

Query uery;
fueryBuildbataiource ighda;
ueryRun queryRun;
/7 LedgerTable

thigs.kernelCheckTable (tablelun|LedgerTable) )

4 LedgerdournalTable

query = ney Queryl):

iqbds = query.addbataiource (tablenum (LedgerdournalTahle) ) ;
qbds. addRange (fieldiun | LedgerJournalTable,posted) ). value (enum?
ueryBun = new QueryBunoquery):
thiz.kernelCheckRecords(queryBun) ;

Af LedgerTabledlterntive
this.kernelCheckTable (tablelun(LedgerTabledlternative) )

J4 LedgerTabledlternativeTrana
this. kernelCheckTable (tablelun(LedgerTabledlternativeTrans) ) ;

7. Figure LedgerConsistencyCheck run() method

These customizations enable for example an Indeger&blution Provider (ISV) to include
their data area in the consistency and integrigckhThis also prevents users from false positive

checks.
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There are standard tools for maintaining transadtitegrity in Dynamics AX, like ttsLevel
(SQL transaction level) checking and forUpdate &kewithin data manipulation codes. Although
these are low level tools, we should mention theshhe right usage of them makes the consistency
check cleaner on the technical side. If we cheelftimctionality of forUpdate, we can see that it
ensures that a record can be deleted or updatgdf anivas first selected for update. The ttsLevel
check works similarly, ensures that a record cangutated or deleted only in the same transaction
scope as it was selected for update. The transastope is bordered by the ttsBegin and
ttsCommit. The first marks the beginning of the pgoand guarantees that all updates are
consistent which are performed until the transactiods. The second marks the successful end of
a transaction, and commits all the changes. Ifetreme any circumstances which deny the
transaction to be consistent, the ttsAbort canaddsell the changes and rolls back the database in
the previous state. Maintaining referential intggis a vital point for any ERP applications. In
Dynamics AX 2012, we can model table relations witth metadata content and express
referential integrity. Dynamics AX 2012 does ngbressent table relations as SQL foreign table
key constraints, because of the huge performaneehead in the SQL server. The application
code can also violate referential integrity. Irstbase, referential integrity maintenance mearts tha
the data manipulating operations have to be peddrm correct order. This is most vital when
records are deleted and created. The parent rewostl be created first, before the child records
can get the correct foreign key. And the followisglso true; the child records must be deleted
first before the parent records. Ensuring this fimode can be hardly maintained, especially with
the strongly normalized data structure of Dynamii®s2012. That is the reason, why Dynamics
AX 2012 provides a new programming concept, whecballed Unit Of Work. This is basically a
set of data manipulation methods, which are peréorion the related data. The application code

establishes the connection within the data in mgnmaodifies them, registers the modifications
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and then requests the Unit Of Work to perform theessary operations in the correct sequence.
For example, if the Recld of the header comesfageggn key to the lines, we cannot insert lines
first because we need the Recld of the headerdeétso we cannot insert the header first, if we
need SUM from the lines. If we use the Unit Of Wol&ss, all these are handled by the AX kernel
itself.

Troubleshooting these data consistency issues glurpgrading to a newer version of
Dynamics AX or migrating to / from a different ERlstem is vital part of the Data Migration
process. In the first test after the migratioms iatural to have consistency errors both durimy a
after the process. There are some guidelinesltmrfelhich can help quickly to find the root cause
of the issues. At first, one has to check the garanapping form to see if there are any mapping
errors. After this it has to be determined if thgue is on the source or the target side of the
process. Data Consistency Check can help thisidaciBhere are two options:

- The data looks corrupt: which means that the isseeirred in the source side. We have to

determine the source table and the transformatitade on this table. If the table is part of
a transformation, one has to be sure which tabke® wopulated and with what kind of
outcomes.

- The data is ok: the issue is on the target sid#hdfdata were copied correctly during the
bulk copying, the script, which was used during dlaga migration, has to be determined.
From this point, we can debug the script to deteentine critical operation. It is also useful

to check the dependencies of the script.

After this decision, the data migration process toale corrected, reran, and the consistency
should be checked again. After the check, we carkiyudetermine if there are any modifications

needed for the process.
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The most important usage of the Data Consistenacks carried out after a successful
import of data, thus after the Data Migration.dsares that data are consistent through different
relations and cross references. It prevents thesyBom becoming corrupted, and can warn for
the underlying problems under the hood. If we campay enough attention to these issues, they

can seriously jeopardize the stability of the gsyste
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8. Figure Data Migration Framework entities

There are some challenges with customizing combplestness rules in integrity checks but

the need for avoiding the manual checks is alwagmger. Using Consistency Check with Data
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Migration is an essential step for a successfulratign (Figure 13). This tool provides a wide
range of information, which needs to be evaluatethke data steward or master data track lead,

because of the complexity of the field.

3.5 CONCLUSION

The aim of the Data Consistency Check is similaevery ERP system. With this tool, the
system can guarantee that the master data isimaltirespects. If we develop the necessary parts
for the customized code, it will also be true floode parts as well. The outcome of this function
is a report, which contains all the table recordth ussues. If the report is empty, than it is a
theoretically perfect database. Based on praaticpérience usually it is not the case, so after a
migration cycle there are always consistency isauising, so data inaccuracies and corruptions
can be fixed immediately before transactional résatart to use the corrupt data.

The application of Data Consistency Check is ogtithit not mandatory after data migration.
Data migration carries the risk of data corruptiand inconsistencies in master data and
transactional data. In the absence of effectivarobprocedures the reliability of the data from
which the amounts in the statements are calculiatduighly questionable. As a consequence,
auditors should perform more extensive substangix@edures to check master data and
transactional data accuracy in order to detect mahtmisstatements at financial statement level.
With all of the above discusssion one can concludleat Hypothesis 1 is supported.

As many researches proved that it is 50 to 108gimore expensive to correct mistakes than
to prevent them, the usage of control proceduresrbes more important. If effective general and

application IT controls are in place, after thesetmls having been tested, financial auditors can
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rely on them. So the application and proper docdatiem of Data Consistency Check and other
similar control procedures would decrease the obnigsk and as a consequence would result in:
- lower level of audit risk,
- less extensive substantive procedures,
- lower sample sizes,
- shorter audit procedure.

We can also conclude that the current methodoldgfysoconsistency check in Dynamics AX
is useful for providing necessary information abihet validity of transactional data, but it needs
to have a broader validity area to be useful enoWghneed to make a detailed description of the
validity of a business rule, not just white andchklaWhen it comes to enhancing the possibilities
of this tool, we need to focus on advanced made@ing and intelligence techniques, e.g. fuzzy
logic (Chang et al. 2008). Master Data managemegds extensive standardization as it is heavily
dependent on the methodology of the project.

For testing information technology controls suca#gfauditors shall acquire a reliable
knowledge on IT systems and on application andgéhE controls. Lacking this knowledge they
are unable to reveal the strengths and weaknedséise olT control procedures and their
implications on the level of control risk. It reges either the involvement of IT experts or the
participation of IT specific trainings.

On 22 September 2016 Madi-Szabo (chair of the @uabntrol Committee of the Hungarian
Chamber of Auditors) gave a presentation on thalte®f the Quality Control Committee’s
operation in 2016. Besides mentioning the obsemestknesses of Hungarian auditors in assessing
fraud risk, the Committee also found during itslguanspections that auditors have problems or

sometimes entirely skip the examination of IT syse
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For assessing and testing IT controls auditors trivgimefit a lot from the COBIT model.
COBIT (Control Objectives for Information and Re&dtTechnologies) constructed by ISACA
(Information System Audit and Control Associatids)an international standard to develop
information systems. It is a collection of intelipatlly accepted control objectives that is
generally applicable and accepted in IT securitg aontrol. Auditors can successfully apply
COBIT in testing IT systems as control objectives discussed from business process point of
view. It contains 34 high level control objectivesoken down into four main chapters: (1)
Planning and Organization, (2) Acquisition and lempéntation, (3) Delivery and Support and (4)
Monitoring. COBIT aims at providing a control modehich facilitates the proper management

of risks arising from information technology (TrzaAudit).
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4 DIFFERENT APPROACHES TO FRAUD RISK ASSESSMENT AND THEIR
IMPLICATION ON AUDIT PLANNING

This section of the thesis specifically examinew lamuditors perform fraud risk assessment
by applying either the traditional or the decomposi methods to different perceived risk level
settings. We also investigate how the outcomess&fassessment influence the audit planning

phase.

4.1 INTRODUCTION

The renowned accounting malfeasances of the paatlds have raised the question to what
extent users of financial information can be coogth that those truly and fairly represent the
financial position and performance of a companye $handals of Enron, WorldCom, and AIG
are examples how fraud itself can deterioratertrst in financial statements disclosed. In addijtion
as a secondary impact, some aspects of auditingphiael reconsidered all over the world. Fraud
has been an important concern even in Hungaryoexi’by recent collapses of some brokerage
firms (Buda-Cash Zrt., Questor Zrt.), which haseamis social and economic effect on other
sectors as well. Examining the patterns of suchniml scandals, one can conclude that all
directed the attention to the accountability of épdndent auditors in terms of material
misstatements due to fraud; are they responsibleafnl capable of detecting fraud in all
circumstances? How does the suspicion of fraudctatfee nature of audit procedures to be
performed?

From auditors’ point of view, the rational approdoranswer the aforementioned questions
requires the profound understanding what professiaaditing standards comprise regarding the
terms and signals of fraud, and also the respaiost®e assessed risks of material misstatement

due to fraud. Regardless the place in the worldrevtaen independent auditor performs audit
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services, one shall conform to generally acceptedepsional standards while conducting or
participating in audit engagements. In the conbéxhis research, two auditing frameworks are of
crucial importance: on the one hand, the Internali®&tandards on Auditing (ISAs) released by
the International Auditing and Assurance Stand&aard (IAASB) and, on the other hand, the
so-called Statements on Auditing Standards (SAsSsed by the Auditing Standards Board (ASB)
of the American Institute of Certified Public Acedants (AICPA). The rationale behind this is
twofold: our research concept is based on a stadsged out in the U.S. where auditors shall
comply with the standards issued by the ASB, wi8las are mandatory for statutory audits in
Europe proclaimed by the Directive 2014/56/EU @& European Parliament and of the Council
of 16 April 2014 amending Directive 2006/43/EC datstory audits of annual accounts and
consolidated accounts.

In 2007, the ASB launched a clarity project in ortie form standards that are easier to
comprehend and apply, with remarkable efforts taveoge its standards with ISAs. As a result,
clarified SASs are different from the parallel 1SAsly to a smaller extent where persuasive
explanations exist (AICPA, 2014). The applicablaufi-related standards were deeply
investigated in order to reveal if any differen¢esl implications on our research process. We
conclude that minor dissimilarities we found betwé8As and SASs (hereinafter Standards) do
not impose limitations on our findings.

As laid down in the Standards, the suspect of fishall be taken into consideration in the
whole process of auditing. This study focuses erstétcond step: the planning of audit. Out of the
planning tasks, the risk assessment in terms atlfrand its implication on the audit procedures
are investigated by applying and contrasting twieokent approaches. Our research examines how
different approaches of risk assessment (traditivaa decomposition methods) influence the

perceived level of fraud risk under different ritenarios.

55



In the planning stage of an audit engagement ansditiee expected to assess the components
of the audit risk (i.e. inherent risk, control risknd detection risk) with the traditional audgkri
model required by the prevailing standards and #watuate fraud risk separately. The audit risk

formula given:

AR=IR*CR*DR. (1)
where:
AR = Audit Risk
IR = Inherent Risk
CR = Control Risk
DR = Detection Risk.

In the decomposition fraud risk assessment methedjdes the traditional audit risk
assessment model, the fraud risk is also brokemdote sub elements of the fraud triangle; (1)
the risk of incentives or pressure, (2) the riskatfonalization or attitude, and finally (3) thek
of opportunities to commit fraud (Wilks and Zimbelm 2004; Favere-Marchesi, 2013).
Srivastava et al. (2009) proposed a further consige in addition to the three previously
mentioned components of the fraud triangle. Théastrecommended to incorporate a fourth
risk factor, (4) the risk that fraud specific prdaees performed by auditors will fail to detecufda
into the model. These four components together dvdw the attention of auditors not only to
fraud cues, the risks arising along the elementeefraud triangle, but also to the risk that audi
plan might contain ineffective fraud detecting prdares. The function of the aforementioned four
factors represents the overall fraud risk:

FR=RI*RA*RO*RSP (1)

where:
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FR = Fraud Risk

RI = Risk of Incentives

RA = Risk of Attitude

RO = Risk of Opportunities

RSP = Risk that Special Procedures fail to detecid.

In addition to the examination of the impacts & #forementioned two approaches on risk
assessment, it is also explored how the fraudassiessment affects the auditing procedures to be
implemented by the auditor. From a research stantpbis essential to overview to what extent
and how Standards support auditors’ work as félriagelevant to our research.

The Standards describe characteristics of fraudnigstatements in financial statements
generated by an intentional action, involving eitin@sappropriation of assets or fraudulent
financial reporting (ISA 240). Each of the aforeriened factors are necessary but not sufficient
conditions for committing fraud, so fraud risk ess®aent should consider the interaction of these
factors (Loebbecke et al., 1989).

With regards to the responsibility of the audit@asonable assurance shall be obtained that
the financial statements are free from materiaktatements, whether caused by fraud or error.
Consequently, professional skepticism should bentamied to suspect or to identify the
occurrence of fraud, and the necessity of contiswmnsideration of fraud is beyond dispute.
Based on the auditor’'s risk assessment, appromesfgonses to the assessed risks of material
misstatement caused by fraud shall be determinkee.pfocedures shall reflect the fact that the

auditor perceives higher risk of fraud.
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The Standards provide broad guidance in termsaofifrisk factors based on the elements of

the fraud triangle, possible procedures to addhesfaud risk, and depict circumstances that tend

to indicate the occurrence of fraud.

ISA 240 (A33-A48) defines the following responsesaaditor shall give to the assessed risk

of material misstatement due to fraud:

increased professional skepticism through increasesitivity in the selection of the
nature and extent of the documentation to be exaahin

assigning additional individuals with specializddlls and knowledge (e.g. a forensic
expert);

increase unpredictability in the selection of thetume, timing and extent of audit
procedures (e.g. perform substantive procedurescounts otherwise not tested, change
timing of audit procedures from what is expectgqahlyng different sampling methods,
performing procedures at different locations etc.);

at the assertion level auditors may change the@gaiming and extent of audit procedures
by the following: (1) physical observation and iaspon of certain assets usually not
tested and the application of computer-assisted sahniques, (2) designing procedures
to obtain additional corroborative information;

increasing sample size and perform analytical pioees at a more detailed level.

The expertise of professional Standards, reinforbgdextensive audit experience and

appropriate training, all fundamentally contribtibethe ability of performing audit engagements

of high quality in general, and from the aspedrafid particularly.
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4.2 THE SYSTEM OF EXTERNAL AUDITING IN HUNGARY

Before setting the hypothesis of the Hungariardfrelsearch it is inevitable to get a thorough
understanding of the system of auditing in Hungary.

The provision of external audit services is regdadt two levels in Hungary. EU regulations
and directives, national acts and government de@eespecifying the main rules on the first level
while professional standards and regulations arbysthe Chamber of Hungarian Auditors on the
second level (Figure 9).

Szekeres (2007) in her dissertation describes thesldpment of the Hungarian audit
profession in details. Auditing was acknowledgedagsofession by the Act XXXVII of 1875
which established a regulatory framework for theoamting of manufacturers and sole traders.
The act also introduced the mandatory qualificatbmccountants and the mandatory audit in
litigious cases. The Magyar Revizori Szdvetség @aggion of Hungarian Auditors) was founded
in 1911 and the Magyar Kereskedelmi és Iparkamdtangarian Chamber of Commerce and
Industry) established the Kamarai Hites Konyvvit8igd&gyesilete (Union of Sworn Auditors)
in 1926. The Act V of 1930 specified the rights amstgigations of auditors. The mandatory
gualification of auditors was developed, regulaaed imposed on auditors by the Magyar Hites
Konywvizsgaldk Egyesilete (Union of Hungarian Swéwnditors) which was founded in 1932.
After World War Il the emerging communist regimgueed a different type of state control over
the socialized companies. The Hites Konyvvizsg&pévetsége was dispersed and classical audit
profession could not be identified in this era. pesthese facts, audit qualification could be
acquired by the Ministry of Finance but it mainlyatified candidates for leading roles in

accounting and control.
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2nd
level

Hungarian National Auditing and
Quality Assurance Standards

National acts referring to auditing (Act on
Accounting, Act on Business Associations, Act on the
Ist Civil Code of Hungary, Act on Chamber etc.)
level

EU regulation referring to auditing (Directive No 2006/43/EC
Directive, Regulation No 537/2014/EU and Directive No 2014/56/EU)

9. Figure Regulation of auditing in Hungary (Furegeiilop, 2015)

The Association of Hungarian Auditors was estaklislin 1987 after re-introducing the
market economy in Hungary. The Act VI of 1988 malde free choice of auditor available for
business associations and specified the respatisfilrights and obligations of auditors. The
Chamber of Hungarian Auditors (Magyar Konyvvizsgddémara) was founded in 1997. In the
same year audit obligation was officially imposedHungarian business associations by the Act
CXLIV of 1997 on Business Associations. This acegaribed an external, independent and
standardized audit to be conducted for the involwesiness associations.

The formation of the Chamber of Hungarian Auditopgned the new and modern era of the
Hungarian audit profession. The Chamber became meofdFAC (International Federation of
Accountants) in 1992 and of FEE (Fédération desHEggomptables — Federation of European

Accountants) in 2002.
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From 2001 the Hungarian National Auditing and QyaAssurance Standards are in full
compliance with the ISAs (International Standardsfoditing).

The Act of 2000 C on Accounting defines the objeetf auditing as giving an assurance that
the financial statements of the business assonoiatiere prepared in accordance with the
prevailing standards and as a consequence they #ievair and true view of the business
association’s financial performance and position.

External audit is mandatory for all business asgamris that are registered in Hungary and
pursuing a double-entry bookkeeping system unlégy tjualify for exemption. Business
association who meet both of the following conditicare exempt from the mandatory external
audit:

- intwo consequitve business years before the agtaalthe average annual net sales revenue
did not exceed 300 million HUF and,
- in two consequitve business years before the agaalthe average number of employees

employed by the business association did not exg@ed

It is important to note that despite the fact thausiness association complies with the above
conditions and qualifies for the exemption it canget the exemption if it had a higher than 10

million HUF public debt which was due over 60 dayshe end of the previous fiscal year.

For the following business associations auditugagks mandatory:
- those business associations which are leading dearity bookkeeping system and
mandatory audit is prescribed by an act or regudati
- saving associations,

- business associations involved in consolidation,
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- Hungarian branch of foreign business associations,

- business association subject to public interest,

regulations given by the Act on Accounting for fhepose of supporting true and fair view.

For public and private limited companies externadlitis primarily mandatory but these

business association also have the possibilitet@gemption.

Based on Act of 2007 LXXV on “the Chamber of HungarAuditors, on audit services and
on the supervisory of audit services” audit sengae only be provided by that private individual
who has acquired the chartered auditor qualificaissued by the Chamber of Hungarian Auditors
and completed successfully the professional competexams. A private individual can pursue

audit service in Hungary only if this individualnsember of the Chamber of Hungarian Auditors

and acquired the audit license.

The active and inactive number of members of than@er of Hungarian auditors between
2010 and 2015 are presented in Table 1. We camwbaeslow, but continuous decrease both in

the number of members and also the number of aeddrts issued over the period covered

between 2010 and 2015.

those business associations that in their bookkgepnd accounting system divert from

1. Table The number of members of the Chamber ofjatian Auditors 2010 — 2015

2010 | 2011 | 2012 | 2013 | 2014 | 2015
Active membes 337¢ 3 29¢ 3141 3 03( 2931 2831
Inactive members 2317 2318 2313 2317 2270 2199
Total 5693 5614 5454 5347 5201 5030
Number of association conducting audit services 29|9 1922 1871 1861 1828 1735
Number of audit reports issued 4472342 499] 35242 33124 30483 27710
Revenue from audit activity (million HUF) 33271.83411.2 31285.1 30700.20 29 706.7] 29 489,2
Revenue / report issu (HUF / report 743955 | 786 16!| 887 72:| 926 82(| 974 53.| 1064 20°

15 Source: based on direct query from the Chambeoigdrian Auditors
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Between 2008 and 2013 the Public Oversight Comengfeduditors were responsible for the
supervision of auditors and the operation of thar@iber. The foundations of an independent
guality control system of auditors that are provglaudit service for business associations which
are subject to public interest were establishethig period. From 1 July 2013 this supervision
belongs to the Ministry for National Economy ané tublic Oversight Board of Auditors was
established as a subset of the Ministry.

In the following cases extraordinary quality cohpoocedures might also be conducted:

- ifitis initiated by the disciplinary committee tife Chamber,
- ifitis required by a member of the Chamber aslacontrol,

- ifitis initiated by the Public Oversight Board Atiditors.

2. Table Number of Quality control procedures cartdd by the Public Oversight Board of Auditérs

2013 2014 2015
Individual auditors
Passed 31 10 10
Passed with remark 4 1 2
Failed 3 7 8
Total 38 18 20
Audit firms
Passed 15 4 4
Passed with remark 3 1 0
Failed 1 3 1
Total 19 8 5

Table 2 show the activity of the Public OversigltaBd of Auditors in the period between
2013 and 2015.
The Hungarian Chamber of Auditors also has a Qu@ldntrol Committee which primary

objective is to operate a quality control systerhe purpose of the quality control system is to

16 Source: based on direct query from the Chambeoigdrian Auditors
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improve the quality of the audit work performeddnyditors and as a consequence to strengthen
the credibility of the audit opinion issued by aods and to improve the prestige of the profession
as a whole. Individual auditors and audit firms r@gularly controlled whether they comply with
the Hungarian National Auditing Standards and whtir internal quality standards in their audit
engagements. And finally, based on ISA ¥24uditors and audit firms are also obliged to draw

up and operate a quality assurance system witlaltyjassurance policy.

4.3 LITERATURE REVIEW

Zimbelman (1997) tested 108 auditors with a compo#sed case study and found that those
auditors who were asked to assess fraud risk geparéintentional and unintentional
misstatements) spent more time with reading regldlees compared to those who used the holistic
method®. The research supported the hypothesis that the taken to collect the necessary
information from the case was mainly determinedhgypursued risk assessment methodology. It
was also evidenced that auditors using the decatgosnethod of risk assessment were more
sensitive to fraud risk and, as a response, ineceasmber of hours were budgeted for the higher
fraud risk case. The study also addressed howasadispond if higher fraud risk is perceived.
The author found that there were no qualitativéed#nces in responses, for which three possible
reasons can be brought. Either (1) auditors ddawé the professional and technical knowledge
how to adjust audit plan with fraud specific progess, or (2) auditors generally think it is not
effective to adjust the audit plan, or (3) theyndt believe that this adjustments is necessary.

Knapp and Knapp (2001) in their study examineditigact of professional experience on

the ability of auditors to apply analytical proceesito detect fraud. The authors’ research proved

17 ISA 220 on Quality Control for an Audit of Finaats
18 The term of “holistic method” was later replaced‘traditional approach” to risk assessment by salve
academics. Within the framework of this study, we also the expression of 'traditional’. Detaildoth the
traditional and the decomposition approaches atgoeated in the Introduction section.
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that more extensive experience will positively aeffauditors’ performance in detecting fraud.
Audit managers were significantly more effectivegsessing the risk of financial statement fraud
with analytical procedures than were audit senidle authors also found that if auditors are
provided with explicit fraud risk assessment instiens they assess the risk of fraud consistently
and significantly higher for the fraud case thathaut these instructions. In the lack of explicit
fraud risk assessment, however, auditors did negssssignificantly different fraud risk for the
fraud case than for the non-fraud case. The stwihgloded that the combination of higher
professional experience and explicit fraud riskeasment instructions brought more effective
fraud risk assessment.

The effectiveness of using checklists in the riskessment process and fraud detection
responses was tested by Asare and Wright (200dnd&td risk checklists are frequently used in
practice where risk factors are usually broken dovmthree categories recommended by AICPA
(AU-C Sec. 240 on ‘Consideration of Fraud in a Ritial Statement Audit’). The experiment
conducted supported their hypothesis that auditoasno-checklist condition assess higher fraud
risk than in a standard checklist condition. It \eds0 revealed by the experiment that higher fraud
risk assessment was not associated with more eeaidit program plan, which means that audit
program plans were not adjusted appropriatelyfteaethe measured fraud risk. Auditors without
a standard audit program prepared a more effest@ivef fraud related tests and were more likely
to consult with a fraud expert than those withaandard program. Authors also found that there is
a positive association between fraud risk assedsamehthe auditors’ intention to consult with
fraud professionals.

A quite early research (Shelton, 2001) found thgitars may focus too much on the attitude
component of the fraud triangle while tend to negléne two others. As it was presented

previously, the risk of fraud cannot be exclusivekplained by the attitude of management, but it
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is a function of attitude, opportunity, and inceeti Several common sense explanations can be
brought up to support this previous idea. On the lvend, the decomposition of fraud risk might
reveal information which may be overlooked in thelidgtic case. On the other hand, the
decomposition approach requires less cognitivertefftan the holistic decision. Wilks and
Zimbelman (2004) examined how the fraud-triangleoaeposition affects overall fraud risk
assessment. Instead of using long standardized &taecklists, they recommended to split the risk
assessment along the components of the fraud-teiahgey hypothesized that with focusing on
seemingly unrelated list of fraud cues, auditorghlose sight of the overall fraud risk. Using the
decomposition method in line with the fraud-triamgluditors not only free up resources of
cognitive effort but auditors, before setting oVidraud risk level, are also enforced to focuséet
on the three components of the fraud risk. In tegperiment they found that auditors’ component
assessments of opportunity and incentive risksnane sensitive to variations in those risks when
they anticipate making these component assesswiarddraud triangle decomposition.
Hammersley et al. (2011) reported about an expetinesting how audit seniors respond to
heightened fraud risk when constructing their apidih. In the case study provided to the auditors,
the authors manipulated the risk level by descghiraterial weakness conditions in controls. The
research proved that auditors assess higher fiakdmhen material weakness information is
present, but fail to produce a better quality aptin. In contrast, the constructed audit plan was
less efficient and of lower quality. Based on thelg auditors, after assessing higher fraud risk,
involved less efficient procedures by typicallyreasing the sample size instead of changing the
nature of the audit program and/or involving maaufl specific procedures. The authors did not
investigate training related questions, howevely tamphasized the need to reconsider and
improve the auditors’ professional trainings toistdhiem in fraud detection. They also identified

two limitations of their study. First, auditors adly work in a team, so researches focusing on
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individual risk assessment and audit planning mightt be representative. Secondly, the study
failed to address the question why audit senioasvdrp a lower quality audit plan if they assess
higher fraud risk. Future research direction, teestigate the explanatory factors of the less
efficient audit plan, was recommended by the awsthor

Carpenter (2007) conducted an experiment to inyaigtithe efficiency of team brainstorming
in assessing fraud risk. 40 audit teams with thmeenbers each, representing all of the BIG 4
firms, participated in the study. She concluded Hrainstorming sessions resulted in an overall
loss of the individuals’ ideas generated beforelf@nstorming session. However, it was also
evidenced that the overall quality of the fraudited ideas was improved after the session. As for
the fraud risk, the results suggested that whamdfiaues are present the audit team’s fraud risk
assessment after the brainstorming sessions igisegnly higher than the assessed risk level of
individual auditor’s.

Seow (2009) tested the impact of technical knowdedgd decision aid use on fraud risk
assessment. It was found that decision aid usa hadative effect on high-knowledge participants
while resulted in an improved performance in theeaaf low-knowledge students. The experiment
was conducted in two groups where in one of thegsocase text diagnostic and non-diagnostic
fraud cues, taken from ISA 240, were disclosedeOtbésearches (Fukukawa et al., 2011; Favere-
Marchesi 2013) deal with the impact of fraud rigitegorization on the risk assessment and audit
planning decisions. Fukukawa et al. (2011) revetiatithe auditors’ grouping of individual client
risks is basically in line with the categories pa®d by the prevailing auditing standards. Based
on their findings, and on the fact that there ssler little guideline in the standards addrestieg
grouping of individual client risks, the authorgged the need to give training guidelines how
auditors should draw up the groups. They also ifledtthat the way to improve audit planning

efficiency and effectiveness lays in the more éfit grouping of individual risks. However,
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Favere-Marchesi (2013) proved with their experimamblving 60 audit managers that auditors
decomposing fraud risk assess a significantly géfiefraud risk than those who simply categorize
fraud cues. The author also found that auditorsigosing fraud risk felt a higher need to modify
audit plan and to enhance the extent of auditrgsti

Several studies (e.g. Srivastava et al., 2011, lkka and Mock, 2011) approach the fraud
risk assessment from decision theory point of viemkukawa and Mock (2011) tested if assertion
framing affects risk assessments and whether feetethinge on risk assessment approach. In the
experiment, assertion framing was manipulated byrgj financial statement assertions in both
positive and negative forms. The test indicated thiaen the belief-based assessments were
transformed into probabilities, the difference wat significant. The authors could evidence
significant assertion framing effects. As a finahclusion it can be stated that both the chosén ris
measures and the way assertions are framed aredptobe important audit decisions and both
have a large impact on the effectiveness and effayi of an audit. The introduction of the
Dempster-Shafter evidential reasoning theory (Staxaa et al. 2011) could be used with success
in fraud risk assessment as the method can mamagetainties related to audit risk, information
security and information quality assessment. Augladso argue that instead of using a single audit
risk model it is advised that auditors should asseparately the risk of errors, irregularities and
management fraud.

A number of researchers (Loebbecke et al., 1984] &al., 2010; Hoffman and Zimbelman,
2009; Asare and Wright, 2004; Hammersley et al;22@nd Hammersley, 2011) examined how
frequently auditors meet with fraudulent finan@tdtements, and all found that fraud is relatively
rare. This raises the question how auditors gaist mibtheir knowledge and ability to detect fraud
and give the required responses. Hammersley (Zated that fraud related knowledge is gained

mostly through training and not through experieac®, this knowledge can be increased by higher
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problem solving ability and epistemic motivationhel aforementioned three factors (i.e.
knowledge, problem solving ability and epistemictiwetion) infiltrate into the process of audit

planning, and explain how auditors modify theirmsas a response to the assessed fraud risk.

4.4 HYPOTHESES DEVELOPMENT

Taking into consideration the fundamental diffeescbetween the two approaches
(traditional vs. decomposition) elaborated previgushe decomposition fraud risk model is
expected to result in a more precise risk assegdsnieare auditors tend to be more sensitive, and
their attention is notably directed to the sucadgsientification and consideration of fraud cues.
By using the decomposition approach, auditors miggtter identify the incentives/pressures
management members might face to commit fraud.dBe@mposition model may also support
auditors in revealing the weaknesses of internatrobsystems with higher success, and in more
efficiently identifying the attitude through whigerpetrators may rationalize their fraudulent acts.

We set up a hypothesis in line with these aforeraratl ideas cited:

Hypothesis 2: In line with the international reseach results, with the assistance of the
decomposition fraud risk assessment method Hunganmauditors’ sensitivity to fraud cues
between a high and low fraud risk scenario is sigficantly greater than using the traditional

model.

By assessing the fraud risk, auditors express tipanion, being partially objective or partially

subjective, on the probability that financial stagnts are misstated due to fraud. Both fraud red
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flags, embedded in a scenario, and also indiviselaliments are expressed in the level of the fraud
risk assessed by a professional. We believe th#tealconsecutive actions made by the auditor,
will be based on the outcome of this risk assesgnsnmost of our further hypotheses will
examine how the responses given in the audit @ladi{ procedures and time budget) correspond
to the level of fraud risk assessed. However, inage cases, mainly to conform to previous
academic researches, we also examine the impé#uwt afitial condition (applied risk assessment
method, high or low risk scenario) on the audihpiag decisions.

Nowadays a great variety of forensic services henloffered by professional consulting
companies. The success in detecting fraud liesnixaure of broad skills and knowledge (internal
control, information technology, digital evidenaeovery, auditing, psychology etc.), which are
not always in the possession of auditors. Sonmearebes concluded that auditors are reluctant to
consult with external fraud experts, while otherdss evidenced that the propensity to consult
with experts increases as the level of assessed fisk is getting higher (e.g. Asare and Wright,
2004).

Based on ISA 330, auditors shall determine oveeslbonses to address the risks of material
misstatement. As it was previously demonstrated 288 (A33-A48) also defines the responses
an auditor shall give to the assessed risk of nahtenisstatement due to fraud. Under
circumstances where risk of material misstatemearg tb fraud is identified, the auditors’
responses shall address the identified risks, andinclude amendments into the nature, the extent
and timing of audit procedures to be performeduéraffective tests are procedures, other than
regularly conducted audit procedures, which speadlif address the detection of material
misstatement due to fraud.

Several international studies evidenced (Zimbelni&®97; Asare and Wright, 2004) that

auditors are not successful in adjusting their apigrams to respond properly to the assessed
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level of fraud risk. The reason auditors fail tegare a more effective audit program can be
twofold. Either auditors do not have the knowledfdraud specific procedures, or they simply
do not feel the necessity to plan these procedumesthe program. One might expect, as
recommended by Srivastava et al. (2009), that tgrporating RSP into the fraud risk assessment
model, the importance of proper fraud specific oeses is more emphasized and highlighted, and
the awareness of auditors is directed. Howevegsgeme that by simply embedding RSP into the
fraud risk assessment, auditors’ attention will sighificantly turn to fraud specific tests as they

either due to lack of proper training or experierdi@not have the required knowledge.

Hypothesis 3: In line with the relevant auditing sandards, if auditors’ assessed fraud risk is
higher, they will either modify the preliminary audit plan by including fraud effective tests
or they express a higher propensity to consult witlan external forensic expert compared to

that condition when they assess lower fraud risk.

In a high risk condition where the assessed freakds expected to be greater, auditors might
assign more audit hours to perform the fraud effectests and to extend procedures than
previously budgeted. If auditors prepare a moreatiffe audit plan including fraud related tests
and procedures, then they will increase the budd®ters of more experienced staff, so typically

managers and partner hours will be enhanced.

Hypothesis 4: When auditors assess a higher fraudsk level, the total budgeted hours for
the engagement will be significantly higher compamr to the case when auditors assess a
lower fraud risk level and the percentage of hourshey assign to less experienced audit staff

will be significantly higher than in a lower assesd fraud risk condition.
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45 METHODOLOGY

The above hypotheses are tested with four versadna realistic case stutfy(2 x 2
experiment) which vary in terms of the fraud rigs@ssment approach required (traditional vs.
decomposition, Appenndix 4 and 5) and fraud rigirsg (low risk vs. high risk, Appendix 2
and3). Participants received one type out of the faase versions. In the traditional method,
auditors were expected to assess the componetits atidit risk (i.e. inherent risk, control risk,
and detection risk) with the traditional audit risiodel required by the prevailing standards, and
then to evaluate fraud risk separately. In the dgmmsition method besides the traditional audit
risk assessment model participants were requirdnleak down the fraud risk into sub elements
of the fraud triangle; the risk of incentives oegsure, the risk of rationalization or attituded an
finally risk of opportunities to commit fraud. Oh& online questionnaire platform the RSP (Risk
of special procedures) was automatically calculatgk the assumption that the acceptable level
of FR (Fraud Risk) is 0.05. A lower than 1.00 R&#&ic¢ated to auditors that they need to apply
special forensic (fraud specific) procedures ireottd keep FR at the desired 0.05 level.

Information provided to auditors differed to somaeat whether low risk or high risk cases
were delivered. In the low risk setting, manageneobmpensated by a base salary and there do
not exist extraordinary earnings targets to beea@d and also less details of the suspicious sales
transaction are shared. In the high risk settirgnagement can get significant bonuses and share
options if challenging targets are accomplishe@ddition, a newly launched marketing campaign
might have resulted in misstating revenues onctildliors fail to increase sales despite the
enhanced marketing efforts. Recognizing red flagaid cues) in the high risk setting was a key

factor in the research as it directly relates tdragsing the hypotheses.

1® This research is based on the case study (Predizioipment Inc.) originally developed by Asare aldght

(2004) and used by several further fraud relatediss (e.g. Hammersley et al. 2011; Mock et al1,12étc.). In the

original case only minor adjustment and modificasiovere made in order to adopt it to the Hungas@arditions.
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As described in the introduction to the case stpdyticipants were asked to finalize the audit
programme for the revenue cycle of the designateshtc Background information and key
financial highlights (i.e. balance sheet, incona#eshents, and key financial ratios) were provided,
and a short industry analysis along with the firmmarketing strategy were also available. Based
on previous years’ audit experience, participaats information on the control environment and
the revenue cycle.

In the first part of the case assignment, audit@e requested to complete the risk assessment
by applying either the traditional or the decomposiapproach.

As a second step, participants had to confirm/adhesaudit program for the revenue cycle.
A preliminary substantive audit programme was @ffierand participants had the opportunity to
alter the programme in any way, even by deletingdoling new procedures or changing the extent
of audit procedures, while keeping in mind theaééincy and the assessed level of risk.

In the third section, auditors were expected toatgdotal budgeted hours (total 65 hours) by
staff level (staff/senior/manager/partner hours)nder to reflect the proposed amendments in the
audit procedures that address the perceived IéviskoOn the other hand, participants were asked
to express their opinion on the necessity of camgyh forensic expert to complete the audit plan
on a 10 point Likert scale (1= needless to conSaltthoderate need to consult, 10= high need to
consult).

In the final part, auditors responded to some fomelstal demographic questions. The main issues
encompassed auditing experience (BIG 4 or non-Bl@eérs of experience), position taken,
educational background, membership in professidmmalies, and prior knowledge of fraud

triangle.
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4.6 MANIPULATION CHECK

It was tested by a distinct question in the sunfelie risk manipulation was successful or
not. Respondents were asked to “Assess the levedd risk for the revenue cycle” on a 7 point
Likert scale, where 1 = low risk and 7 = high rigks it can be seen in Table 3 (Appendix 1), from
the aspect of the overall fraud risk question,rttamipulation was successful (p = 0.0186) which

means that the auditors encoded the two diffeisktsettings as it was intended.

4.7 PARTICIPANTS

The case study experiment targeted the registeeedb@rs of the Chamber of Hungarian Auditors.
The participants voluntarily completed the casegtonline. They were instructed not to discuss
their answers with colleagues, as individual judgetrwas of crucial importance. The Chamber
of Hungarian Auditors assisted the research withrming its members about the online survey.
Altogether 61 responses were collected electrdgicauit of which six were removed from the
sample before further analysis due to either tlsermpleteness or inconsistency of answers, or
even failure in the manipulation check.

Demographic information on the sample is detaifedables 3 and 4. Table 3 demonstrates
that 65 % of participants (20 seniors, 15 partneexecutive director of audit firm) indicated high
profile positions in which risk assessment and tapidinning are core activities of their job. The
risk assessment and the audit planning, testediytudy, are also performed by those auditors
who do not work for audit firms as employees but tiieir own audit business individually (13
%, 7 persons). Subsequently, 78 % of participaats lprofound experience in performing the
tasks (revenue cycle) investigated through thisaesh. As indication of successful randomization
of the sample, statistical tests did not show S§iggmt differences in the demographic variables

between the distinct survey conditions (low riskgh risk, decomposition vs. traditional).
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Participants had an average of 186 months of pswmfeal experience, with a standard
deviation of 81 months. The indicated prior expseee with the revenue cycle audit (mean 5.96
on a 7 point Likert scale) also supports the idedt participants had the necessary skills and
experience for answering the case assignment.

Only 64 % of the auditors involved into the sampéard about the fraud triangle before
participating in the experiment. As the decompositnethod case study description explained the
fraud triangle concept in details, we believe thét fact did not have an impact on the outcome

of the research. This idea was also confirmed bymhnipulation check.

3. Table Current position and professional backgrdwf the respondents (N)

Manager 11 (20 %)
Senior 20 (36 %)
Partner 15 (27)
Other? 9 (16 %)
Total 55 (100 %)
ACCA student 4 (7 %)
ACCA member 7 (13 %)
MKVK 21 student or mentoring phase 59 %)
MKVK active member 42 (76 %)
MKVK inactive member 2 (36 %)

20 Other: 7 individual auditors, 1 executive direadbaudit firms, 1 freelance audit tutor
21 MKVK: Chamber of Hungarian Auditors
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4. Table Other charachteristics of the sample

Mean (SD) | Min | Max

Total audit experience (months) 185.7 (80}9) 37 363

Experience with revenue recognition (1-7) 596314 2 7

Note: Experience with revenue recognition: 1 = riorexperience, 7 = dealt with it very often

The IT background ensured randomly that the sangpleonsistent in terms of the four
versions; 29 participants by the traditional applo@l5 low risk, 14 high risk), 26 auditors by the
decomposition approach (13 for both low and higR)ri

We consider that the size and proportion of theptanms suitable for analysis and for making
conclusion referring to the whole population. Teort this opinion we collected and presented

the sample sizes of the most important previolermattional researches on the field (Table 5).

5. Table Previous case study researches and thaipte size

Research, publication Sample Target country
Wilks and Zimbelman (2002) 52 audit managers UnBedes
Asare and Wright (2004) 69 participants United &tat
Hammersley et al (2011) 54 senior level auditor tethStates
Favere - Marchesi (2011) 60 audit managers Canadid/aited States

124 auditors attending
Trotman and Wright (2012) national training class United States

76



4.8 RESULTS

Performing the ANOVA (Table 4 in Appendix 1) anasy® understand the impact of the case
version (high vs. low risk scenario) and the apmpliesk assessment method (traditional vs.
decomposition) on the level of fraud risk, we fouhdt there is a significant main effect for risk
version (p=0.006217) and for the interaction betwesk version and risk assessment approach
(p=0.00321). Single significant main effect coutut be identified for the chosen risk assessment
method (p=0.069598), however, it is demonstratdéignre 10 (and Table 5 in Appendix 1) that
with the application of the decomposition risk a&sseent method auditors could better
differentiate between the high (mean: 0.488) amd (lmean: 0.115) risk scenarios than applying
the traditional one. We can conclude that the dgamition method of fraud risk assessment drew
the attention of auditors to fraud cues more siwgfudtg than the traditional approach, thus
enhanced the sensitivity to fraud risk. While iseaf participants using the traditional approach,
the lack of sensitivity to fraud risk can be idéet. With all of the previous hypothesis 2 can
be supported and justified.

It was an interesting observation that with theitranal approach both in the case of the high
and the low risk scenario the tested auditors assgesrelatively high fraud risk (high risk sceoari
mean of 0.392; low risk scenario: mean of 0.37%)jlevamong those auditors who used the
decomposition risk assessment method a signifitalhin the assessed risk for the low risk
scenario (mean: 0.115) and a slighter increadeeiassessed risk for the high risk scenario (0.488)
was observed. This finding is in line with priotemational research conducted by Wilks and

Zimbelman (2004).
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Current effect: F(1, 51)=9,5735, p=,00320
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10. Figure Assessed fraud risk

Regarding the propensity of the auditors to congithh external forensic experts, first the
relationship between the level of fraud risk thegessed and the strength they felt (10 point Likert
scale) the need to consult was tested. Figure dtvsihhat a medium strong relationship (r =
0.6059, r2 = 0.3671) can be identified betweenfithed risk assessed by auditors and the need
they felt to consult with external forensic expefisis means that the higher the fraud risk asgesse
by the auditors is, the higher need they feel tosat with an expert. As it was previously
evidenced, the level of fraud risk is determineitngrily by the risk version and the interaction
between the risk version and the applied risk assest method. We can assume that these two

factors also have a significant main effect on turdi intention to consult with experts.
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Scatterplot of Need to consult with external fraud expert (1-- 10) against Fraud Risk
results-survey ALL for Statistica v3 proba 86v"55¢
Need to consult with external fraud expert (1-- 10) = 2,3084+5,6788"x
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The ANOVA analysis in Table 6 in Appendix 1 (andjiie 12) shows that separately neither
the risk version (p = 0.056512) nor the applied huodt (traditional vs. decomposition) (p =
0.836907) has significant main effect on the autlitpropensity to consult with fraud experts,

however their interaction is significant (p = 0.060). This means that by applying the
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decomposition fraud risk assessment method, agditor more effectively differentiate between

the high and the low fraud risk setting, and asoasequence, they can better adjust their
consideration whether to consult with external draxpert. The highest need to consult with
external forensic experts (mean 5.77, SD 2.28) reasaled in the high risk setting with the

decomposition approach.

In order to test the auditors’ responses to a lmighgessed fraud risk level from the standpoint
of the audit procedures, the modified audit plaspomses received from participants were split
into two categories. Responses with an assessadl fisk below 0.28 were grouped together into
Category “low”, while the responses above 0.28dnask level were clustered to Category “high”.
As standard distribution for the assessed fraudaases could not be observed from the sample,
the separation between low and high fraud riskaeses was performed on the basis of Figure 13,
which shows a well-identifiable gap in the respensg¢ 0.28 assessed level of fraud risk.
Examining the audit planning decisions (Table 8Appendix 1) one can find that auditors
primarily chose either to perform the standard pdace or they increase sample size. Performing
the Chi-Square test for the two most commonly iatid answers we can see that the fraud risk
level has significant impact on neither of the miostjuently given answers (“Perform standard
procedure”: Chi-Sq = 8.251, DF = 12, P-Value = 6;7ncrease sample size”: Chi-Sq = 9.951,
DF =12, P-Value = 0.62).

Thus, the above discussions are proving that Hypo#sis 3 was not entirely correct. If
auditors’ assessed fraud risk is higher, they do nianodify significantly the preliminary audit
plan by including fraud effective tests compared tdhat condition when they assess lower
fraud risk. Instead, in a high risk condition Hungarian auditors typically increase sample

size and have a higher propensity to consult withraexternal forensic expert.
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Further analysing the collected data it turns bat bnly 38 % of respondents (21 out of 55)
took part previously in specific fraud related miags. As fraud is not a frequent occurrence in
professional practice, thus auditors cannot gabstsuntial experience in revealing and detecting
it through their audit engagements. Organizingdreelated trainings and case study workshops
would enhance the auditors’ sensitivity to fraudtikcenarios and their ability to properly respond

to the assessed risk with fraud effective testdeasribed by IAS 240.

Histogram: Fraud Risk
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13. Figure Observed fraud risk level

For testing Hypothesis 4, first a Sign test for rmadvas performed (Table 9 in Appendix 1)
which indicates that auditors prepared a signitigadifferent time budget compared to the
preliminary time budget given. The Mann-Whitney &stt (Table 10 in Appendix) performed
indicates that the fraud risk category (“high” dtav”) has a significant main effect both on the
total hours budgeted (p = 0.015633) and on the geraours budgeted (p = 0.003273). We can
conclude that auditors not only give a significardifferent total hours staffing compared to the
preliminary budget but they also most typicallyreemse manager hourhius Hypothesis 4 is

supported.
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However, consolidating the results of the time ®idmd the audit planning tests it turns out
that auditors, as a response to higher assesseblrfs&, routinely increase sample size or perform
standard procedure for which they typically buddggher manager hours. Using more experienced
staff for doing more from the same procedures it eftective, and could make an audit

engagement excessively expensive.

4.9 CONCLUSION

Our study examined two crucial steps of the audit@ss; the fraud risk assessment and the
audit program planning tasks. Fraud, its detectind prevention are not just exciting current
issues, but also their academic investigation hasxtended background. The contribution of this
research to the academic literature and to thetingdprofession itself is twofold. First, our
fundamental objective was to conduct a test in luopgvhich delivers answers to a commonly
tackled questions in the international literatu@econdly, by contrasting our results to previous
researches, we intended to give a hand to the alaweint of external audit profession at national
level.

One of our major findings is that the applicatidrih® decomposition fraud risk assessment
method enhanced the sensitivity of auditors todrewes, and as a consequence, they could better
differentiate between a high and low fraud riskneg®, while by using the traditional approach
they failed to make a significant distinction. THesults suggest that the higher the assessed fraud
risk is, the more likely auditors will feel the k& consult with external forensic experts is.
Examining audit planning decisions the study resedhat decomposition fraud risk assessment
improved the ability to identify high risk engagem® however, does not result in an audit plan

of higher quality. Auditors generally either perfothe standard procedure or increase sample
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sizes, but do not imply remarkable fraud effectegs. From the aspect of the time budget setting,
higher assessed fraud risk usually results in migb&al budgeted hours, and most typically
auditors increase the budgeted hours for more exped staff (managers). This might result in
an ineffective audit program, where auditors useagars’ capacity to cope with increased sample
sizes. The failure in giving proper responses ghér fraud risk might arise from two sources. By
incorporating the risk of special procedures ifte fraud risk assessment model and evaluating
the results, we can conclude that the shortcomirighawledge is a more significant factor than
the lack of the auditors’ attention towards theesstty of these procedures. As the occurrence of
fraud is quite rare in real life, the most effeetivay of improving the auditors’ knowledge can be
overcome by trainings and professional education.

The results could also have a primary impact onpyafessional practice, as the obvious
advantages of the decomposition method might rasitls widespread practical implementation.
The fact that auditors proved to be unable to giaper responses to a higher assessed fraud risk,
might urge the need to make the necessary moditficsatn the field of professional trainings as
well. In order to support the latter idea, furthessearch directions should investigate the
relationship between different demographical aspefgparticipants, such us previous professional
experience and training, and the quality of theitanldn responses give.

Ladb (2016) described the carreer opportunitiesobunting professionals and identified the
core competencies accountants need. The authectal 23 competencies broken down into four
main categories (Figure 14): (1) Professional caemges, (2) Personal competencies, (3) Social
competencies and (4) Methodological competenciesoifg the listed competencies one can see
the ability to use information and communicatiochteology, analytical ability and ethical

behaviour all mentioned in the dissertation sevimas.
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Investigating issues in relation to accounting andliting education and qualification

requirements is a necessary future research diredtiis inevitable to provide a thorough and

detailed analysis of the Hungarian auditors’ giiion and subsequent mandatory continuous

development program whether it assists and suppardétors in the investigated fields. For

instance, the programs shall include the previod&gussed COBIT framework in the curricula

to prepare auditors for pursuing their activity lih environment. As for applied fraud risk

assessment methods and the responses given bgrauti¢ effectiveness of case study based

teaching shall be assessed. The Hungarian auditicatton shall be compared to an international

one, for example ACCA, from the perspective of tharicula, the syllabus and the exam

requirements.

+ Up to date local and
international GAAP
knowledge

+ Ability to use and
understand IT

+ Management and
organizational skills

« Ability to speak English
at a professional level PROFESSIONAL

COMPETENCIES

SocIAL
COMPETENCIES

+ Ability to cooperate

+ Ability to adopt

+ Ability to persuade

« Ability to communicate
effectively

* Professional commitment

+ Ethical behaviour

+ Ability to see the bottom
line

+ Thoroughness

+ Exactitude

+ Toughness

+ Ability to tolerate stress

« Reliability

« Flexibility

+ Creativity

+ Consciousness

* Ability to oversee
economie and business
processes

* Analytical ability
* Logical and intuitive
approach

14. Figure Core competencies a professional acantrieeds (Laab, A. 2016)

Herewith, it is important to mention another fietde question oprofessional scepticism

which was out of the scope of the current resedmairieserves a lot more attention from academic
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point of view. Today we say that a person is skeptien this persion relies on his or her own
experience and well-founded knowledge, and do ot the assertions of others without
elaborate explanation and proof. There is alwayskathat the obtained evidence by auditors do
not reflect the truth. It is especially true if stigstements are a consequence of intentional acts, s
auditors shall always maintain their professionaépsicism throughout the whole audit
engagement. With appropriate professional skepticise risk that fraud clues will remain
unnoticed and unidentified by the auditor can lokiced.

The fundamental need for professional scepticissalso identified by standards setters and
the concept was included into auditing standargd @00, ISA 240 and ISA 568). Based on the
relevant clauses of auditing standards an auditll assume that evidences gathered are reflecting
the truth as long as the auditor obtains evidenhi&tlwproves the contrary. This means that
auditors shall assume sincerity as long as they dignals for fraud. This type of attitude was
called neutral doubt by Nelson (2009).

Academic researches define a totally different agpin to scepticism, and advise that auditors
shall assume fraud as long as sufficient evidemoethe contrary are obtained. This type of
scepticism is called presumptive doubt. Nelsonisnplaper enforces that auditing standards shall
move from the neutral doubt approach to the dioectif presumptive doubt approach.

There are several international papers discussiagptofessional skepticism of auditors
(McMillian and White 1993, Hurtt 2007, Nelson 2009yrtt 2010) and also gathering empirical
evidences on the impact of apllying different agites of professional skepticism. Some
Hungarian studies were also published (Fekete 2BibRky 2012, Veit 2014, Siklés 2016),
however, these are mainly summarizing the stanbactground and the results of international

studies with some guidance for practical applicatio

22 |SA 500 on 'Audit Evidence’
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In the future it is recommended to examine protesali skepticism more closely to fraud and
launch empirical researches in Hungary in ordaartewer the following questions: (a) How the
change in the approach to professional skepticisam(neutral to presumptive) will have an
impact on fraud risk assessment of auditors? (batWéithe impact of using the presumptive doubt
approach instead of the neutral one on the effecéss of audit planning decision as a response

to assessed fraud risk?
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5 FINAL CONCLUSION AND THESES OF THE DISSERTATION

During the period of conducting the researchesuged in this dissertation serious collapses
of brokerage firms have shattered the accounting andit profession in Hungary. The
responsibility of both those charged with govermaotithe collapsed brokerage firms and of their
auditors was heavely investigated by the MinistnyNMational Economy. As a result of the series
of national and international scandals financiatesnent fraud and the responsibility of auditors
have become an imporant issue for academics, ftegsiand also practitioners of the profession.

Perpetrators usually do everything to conceal thets, thus fraud and more specifically
accounting fraud is not a straightforward issuenteestigate and to research. The first pivotal
objective of the research project was to exploeer#tated academic research activities in the field
both nationally and internationally. In ChapterlPtlze relevant and significant international and
national papers and publications were reviewed. gimpose was to identify those topics and
research questions which can be investigated astdd@bjectively with accepted methods of
science. One of the major findings of this step tixas fraud related researches go well beyond
the boundaries of accounting and auditing. Findrsteement fraud cannot be investigated and
interpreted only with the toolkit of accounting aaaditing. Accounting fraud cannot be analysed
without having an understanding about its relationinformation technology, management
science, corporate governance and psychology. Amsexgeral research direction prior
international researches have placed a special &igpbn the risk assessment and audit planning
decisions of auditors (Zimbelman, 1997; Knapp andpp, 2001; Asare and Wirght, 2004; Wilks
and Zimbelman, 2004; Hammersley et al., 2011; Falarchesi, 2013). Trompeter et al. (2013)
in their synthesis paper highlighted the role dbimation technology in auditing and different
decision making theorys as recommended future mesedirections. Academic fraud related

researches in Hungary are not rare but far fromnsom Lukacs (1998a, 1998b), Lukacs (2007),
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Lukacs (2008) and Mohl (2013a) were identifiedrasrost relevant academic papers in the field
discussing and investigating fraud and the pradi@ditors. Mohl (2013a) completed a research
that surveyed the risk assessment practice of Hiamgauditors and revealed some weaknesses in
the risk assessment process.

The impact of information technology on the rislsessment of auditors was discussed in
Chapter 3. By reviewing the relevant auditing stadd (ISA 200, 315, 330) it was explained that
to what extend and how the auditor shall testritermal control system of the client as part of the
audit risk assessment procedure. In an environmleaite transactions are recorded, processed and
reported via information technologies (for examplean ERP system), the effective internal
control system of the company should be embeddedoperated as part of the IT system.
Effective application and general IT controls hameémpact on the risk assessment of the auditors
(control risk) and consequently on the audit progmepared as a response to the assessed risk.
After discussing thoroughly the relevant standamisauditing from the viewpoint of an IT control
procedure (the data consistency check) the fiestishcould be stated.

Thesis 1: The application of data consistency chedk an ERP (Enterprise Resource
Planning) environment will reduce the control riskduring the audit risk assessment and as
a consequence auditors shall include less extensmgbstantive procedures and/or decrease
sample size in their audit plan in relation to teshg data migration process. (Szivos and
Orosz, 2014)

This suggests that application and general conéimisedded in an ERP system improve the
effectiveness of the company’s internal controketys By implementing these easily accessible
tools companies can establish a better qualitynateeontrol system on which the auditor can rely,

thus less substantive procedures will be required.
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In Chapter 4 the risk assessment practice of aisditas examined more specifically from the
fraud risk point of view. The aim of this reseaxghs to conduct a case study experiment among
Hungarian auditors and test the impacts of theitiom&l and the decomposition fraud risk
assessment approaches on the level of fraud rsgsssd by auditors. The research also aimed at
investigating how Hungarian auditors respond tesssd fraud risk in their audit planning and
time budget decisions. 55 responses were inclutedhe final sample in a 2 x 2 panel (High risk
and Low risk scenario; Traditional and Decomposifizaud Risk Assessment).

ISA 240 states the auditors’ responsibility relatedraud and expands on how ISA 315 and
ISA 330 shall be applied in relation to risk of eval misstatement due to fraud. When conducting
audit risk assessment the auditor shall separatsgss the risk of material misstatements due to
fraud. Although ISA 240 gives guidelines how thekrof fraud shall be assessed but does not
provide an applicable methodology or frameworkoPinternational researches tested the impact
of decomposing fraud risk into its components Wia fraud triangle (Risk of Incentive, Risk of
Attitude, Risk of Opportunities). The experimentarg Hungarian auditors aimed at testing the
impact of the decomposition method of the fraut da the level of assessed risk and on audit
planning decisions.

Thesis 2: In line with the international researchresults, with the assistance of the
decomposition fraud risk assessment method Hunganmmauditors’ sensitivity to fraud cues
between a high and low fraud risk scenario is sigficantly greater than using the traditional
audit risk model. (Fortvingler and Szivos, 2016)

Both ISA 240 and ISA 330 defines the responseg@sdshall give to the assessed risk.
As fraud is not a frequent (not an everyday) o@noe in practice and many fraudulent cases will
never be detected and revealed, it has a low piidigabat auditors will encounter either with red

flags (fraud cues) or with specific fraudulent casleiring their professional career. Thus, they
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cannot gain experience in detecting and managaglfrient cases from their audit engagements.
International researches evidenced that audit@svaak in giving the appropriate responses to
the assessed fraud risk. The Hungarian experimiaceg a special emphasis on the audit planning
decisions made by the involved auditors. Auditoessemequired to modify a preliminary audit
plan and a time budget according to the previoaskessed fraud risk. The main findings are
presented by Thesis 3 and 4.

Thesis 3: Contrary to the expectations, if auditorsassessed fraud risk is higher, they
do not modify significantly the preliminary audit plan by including fraud effective tests
compared to that condition when they assess loweralud risk. Instead, in a high risk
condition Hungarian auditors typically increase sanple size and have a higher propensity to
consult with an external forensic expert. (Fortvinder and Szivés, 2016a)

Thesis 4: When auditors assess a higher fraud rid&vel, the total budgeted hours for the
engagement is significantly higher compared to thease when auditors assess a lower fraud
risk level and the percentage of hours they assigto more experienced audit staff is
significantly higher than in a lower assessed fraudisk condition. (Fortvingler and Szivos,
2016a)

The results of the fraud risk assessment reseamhghbt several benefits both for the
profession and for academics. A conscious apptinaif the decomposition fraud risk assessment
method will sharpen the sensitivity of auditordrmud cues. Regulators and professional bodies
shall focus in their curricula more on this teclud@qThe continuous development of registered
auditors shall also contain more fraud relateahingjs and lecture sessions. Auditors involved into
the research proved to be weak in giving the comesponses. As experience in this field can
hardly be gained by auditors, a special emphasil$ Isk placed on trainings to improve the skills

and knowledge of auditors on developing an effeceawudit program. Based on international
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studies the case study based training seems teheafficient for fraud detection and fraud risk
assessment issues than the traditional classroesioas. The applicability and the benefits of
converting from a classroom session to a case $tasiyd training under the Hungarian conditions

shall be examined and tested in the future.

91



6 REFERENCES

Related publications by the author

Fortvingler, J. and Szivos, L. 2016aDifferent approaches to fraud risk assessment &ed t
implications on audit plannindPeridocia Polytechnica — Social and Managemetrfsess. Vol. 24
No. 2. pp. 102-112

Fortvingler, J. and Szivés, L. 2016bKockazatbecslési eljarasok és az azokra adott valkasegy
kutatas tikréberSZAKma, 2016/4. pp. 192-193.

Szivés, L. 2013aA visszaélések felderitése csalasszédkkel. Szamviteli Tanacsadd. Vol 5. No
9., pp. 13-16.

Szivds, L. 2013bA visszaélések felderitése csalasszdkket 11. Szamviteli Tanacsadé. Vol 5.
No 10., pp. 13-15.

Szivos, L. and Fortvingler J. 2014The role of external auditor’s in detecting and yating
fraudulent activities: a literature review and a roparative research conceptSSEM
EuroConference 2014: The International ConferemdEmerging Markets Business, Economics
and Finance. p. 27

Szivos, L. and Orosz, |. 2014The Role of Data Authentication and Security in gwulit of
Financial Statement#\cta Polytechinca Hungarica. Vol. 11 No 8., ppl1&6.

Other references

2000. évi C. torvény a szamvitéllr

2007. évi LXXV. torvény a Magyar Konywvizsgéaloi Kamarol, a kdnyvvizsgaldi tevékenyséigr
valamint a kdnyvvizsgéloi felugyelétr

2013. évi V. torvény a Poltari Torvénykongur

American Institute of Certified Public Accountants (AICPA). Substantive differences between
the International Standards on Auditing and Genlgrdlccepted Auditing StandardBebruary
2014, www.aicpa.org

American Institute of Certified Public Accountants (AICPA). Clarified Statements on Auditing
Standards (SASs), www.aicpa.org

Amon, G. 2011 KOSS-sikkasztas: a hogyan@AKma, Vol. 53, No. 4, pp. 168-171.

92



Anil Kumar Gupta. 2002. Quality Assurance for Dynamics AX-Based ERP Salstiverifying
Dynamics AX customization to the Microsoft IBI Sals StudiesPackt Publishing. ISBN-10:
1847192912.

Albrecht W.S. and C.O. Albrecht. 2003.Fraud Examination and PreventiotMason, OH:
Thompson — Southwestern

Albrecht W.S. and M.B. Romney. 1986.Red flagging management fraud: A validation.
Advances in Accounting 3: pp. 323 — 333.

Asare S.K. and A.M. Wright. 2004 The effectiveness of Alternative Risk Assessmeaht an
Program Planning Tools in a Fraud SettirQontemporary Accounting Research. Vol. 21 No 2.
pp. 325 — 352

Bae, N. and P. Aschroft. 2004Implementation of ERP systems: accounting and imadit
implications. Information System Control Journ2004, Vol. 5, pp. 43-8.

Bell, T.B., and J. V. Carcello. 2000The decision aid for assessing the likelihood atiffulent
financial reporting Auditing: A journal of Practice and Theory 19:(159 — 184.

Bélyacz, I. 2010 Kockazat vagy bizonytalansag? Elmélettorténetedéke a regi dilemmardl.
Kbdzgazdasagi Szemle, Vol. 57 No. julius.auguszfusp2-665.

Bélyacz, I. 2011 Kockazat, bizonytalansag, valészseg. Hitelintézeti Szemle. Vol. 10, No. 4,
pp. 289-313.

Bordané, R.M. 2008. Kockazatkezelés és bé&lkontroll-rendszerek — Efs vonalbana
tarsasagiranyitasi visszaélések elleni védelemb&retéstudomany. Vol. 39, No. 2, pp. 24-37.

Braun, R.L. 2000. The effect of time pressure on auditor attentiomjtalitative aspects of
misstatements indicative of potential fraudulemaficial reporting Accounting, Organization and
Society 25 (3) pp. 243 — 259

Brazel, J.F. and C.P. Agoglia. 200An examination of auditor planning judgements complex
accounting information system environméZwntemporatry Accounting Research, Vol. 24 Np. 4.
pp. 1059-83.

Brazel, J.F., K.L. Jones and M.F. Zimbelman. 2009Using nonfinancial measures to assess
fraud risk.Journal of Accounting Research 47 (5) pp. 11356611

Brazel, J.F. T.D. Carpenter and J.G. Jenkins. 2010Auditors’ use of brainstorming in the
consideration of fraud: Reports from the fielthe Accounting Review 85 (4) pp. 1273 — 1301.

Brazel, J.F., K. Jones and M.F. Zimbelman. 20Q&Vhat can nonfinancial measures tell us about
the likelihood of fraud®orking paper, Brigham Young University

Carpenter, T.D., J.L. Reimers and P.Z. Fretwell. 2Q1. Internal auditors’ fraud judgements:
The benefits of brainstorming in groupsuditing: A Journal of Practice and Theory 30 ().
211 - 224.

93



Carpenter, T.D. 2008. Audit team brainstorming, fraud risk identificatioand fraud risk
assessment: Implications of SAS No. ™% Accounting Review. 82 (October) pp. 1119 -(Q114

Chang She-l., C.F. Tsai, D.H. Shih and C.L. Hwan@008.The development of audit detection
risk assessment system: Using the fuzzy theoryaadd risk model.Expert Systems with
Application. Vol. 35. pp. 1053-1067.

Cleary, R. and J.C. Thibodeau. 2005Applying digital analysis using Benford’'s Law taels
fraud. Auditing: A Journal of Practice & Theory 24 (1).5f¥ — 81.

Cressey, D. R. 19730ther people’s moneWlontclair: Patterson Smith

Directive 2014/56/EU of the European Parliament afithe Council of 16 April 2014 amending
Directive 2006/43/EC on statutory audits of anra@ounts and consolidated accounts

Directive 2006/43/EC of the European Parlaiment@irttie Council on statutory audits of annual
accounts and consolidated accounts

Dorminey, J.W., A.S. Flemming, M. Kranacher and R.A Riley. 2012.The evolution of fraud
theory.Issues in Accounting Eduction 27 (2): 555 - 579

Durtschi, C., W. Hillison and C. Pacini. 2004 The effective use of Benford's Law to assist in
detecting fraud in accounting datdournal of Forensic Accounting V (June) pp. 14- 3

Eining, M.M. D.R. Jones and J. K. Loebbecke. 199Reliance on decision aids: An examination
of auditors’ assessment of management fraudliting: A Journal of Practice & Theory 16 (Fall)
pp. 1 - 19.

Favere — Marchesi. 2013.Effects of Decomposition and Categorization on Er&isk
AssessmenAuditing: A Journal of Practice & Theory. Vol 3@p. 201 — 219

Fekete, |. 2012Kételkedem, tehat konyvvizsgélok? ... gondolatolaknsai szkepticizmusrol és
annak szerepét. Szamvitel, Ado, Konyvvizsgalat, 2012/9., pp. 3838

Fodor, J., R.Osz. 2013Possible applications of fuzzy methodology in thecational process
IEEE 11th International Symposium on Applied Maehintelligence and Informatics (SAMI),
DOI: 10.1109/SAMI.2013.6480992, ISBN: 978-1-467323%, pp. 37-40.

Flrdei-Fulop, J. 2015. A konyvvizsgalati elvarasi rés megitélésének etméds gyakorlati
kérdései MagyarorszagoBokiri Ertekezés. Miskolci Egyetem

Forrester, J. W. 1961.Industrial dynamicsWaltham, MA: Pegasus Communications

Fortvigler, J. 2012.A co-ordination model of auditing EU funds undeargid managemen®hD
Thesis. Budapest University of Technology and Ecoins

Fotvingler, J. 2013.The IT Aspect: Towards a More Efficient System-f@b@ind Audit of EU
Funds for the Cohesion Policicty Polytechnics Hungarica. Vol. 10 No. 2. pp.4&3-

94



Fukukawa H., T.J. Mock and A. Wright. 2011 Client Risk Factors and Audit Resource
Allocation DecisionsABACUS A Journal of Accounting, Finance and Buss8sudies. Vol. 47.
No 1. pp 85 -108

Goldberg, S. and J.H. Godwin. 20030perational reviews on auditing ERFhe Journal of
Corporate Accounting and Finance, 2003, Vol. 14 Nagp. 63-5.

Glover, S.M., D.F. Prawitt, J.J. Schultz, Jr., andVl.R. Zimbelman. 2003.A test of changes in
auditors’ fraud-related planning judgements sinte tissuance of SAS NO. 8Ruditing: A
Journal of Practice and Theory 22 (2) pp. 237 —= 252

Hackenbrack, K. 1992.Implications of seemingly irrelevant audit evidemteudit judgement.
Journal of Accounting Research 30 (Spring) pp.21236.

Hammersley J.S., K.M. Johnstone and K. Kadous. 201How Do Audit Seniors Respond to
Heightened Fraud Risk&uditing: A Journal of Practice & Theory. Vol. 380 3. pp. 81 — 101

Hernandez, J. R., and T. Groot. 2007aPreventive controls which lower fraud risk/orking
Paper, University of Amsterdam

Hernandez, J. R., and T. Groot. 2007Corporate Fraud: Preventive controls which loweaudd
risk. Working Paper. University of Amsterdam

Hoffman, V.B. and J.M. Patton. 1997 Accountability, the dilution effect, and consersatiin
auditors’ fraud judgementgournal of Accounting Research 35 (Autumn) pg. 2237

Hoffman, V.B. and M.F. Zimbelman. 2009.Do strategic reasoning and brainstorming help
auditors change their standard audit procedure @sponse to fraud riskThe Accounting
Review. 84 (3) pp. 811 — 837.

Hogan C. E., Rezaee Z., Riley R.A. and Velury U.KR008.Financial Statement Fraud: Insight
from the Academic Literaturduditing: A Journal of Practice & Theory, Vol. 2¥p. 2, pp. 231
— 252

Hokky M. 2012. Legylnk szkeptikusan a konyvvizsgalat soran!, Smhbanasado, 2012. 9.
lapszam

Hunton, J.E., A.M. Wright and S. Wright. 2004. Are financial auditors overconfident in their
ability to assess risk associated with enterprissource planning systend@urnal of Information
Systems, Vol. 18 No. 2., pp. 7-28.

Hurtt, R.K. 2007. Professional skepticism: An audit specific modedl ameasurement scale.
Working Paper, Baylor University

Hurtt, R.K. 2010. Development of a Scale to Measure Professionaptigkem. Auditing: A
Journal of Practice & Theory, Vol 28. No 1., pp9141

International Auditing and Assurance Standards Boad. International Standards on Auditing
www.ifac.org

95



International Standard on Auditing 200. Overall objectives of the independent auditor amal t
conduct of an audit in accordance with internatibnstandards on auditing IFAC.
http://lwww.ifac.org/sites/default/files/download88-2010-iaasb-handbook-isa-200.pdf

International Standard on Auditing 220. Quality Control for an Audit of Financial Statement
IFAC. http://www.ifac.org/system/files/downloads1862010-iaasb-handbook-isa-220.pdf

International Standard on Auditing 240. The Auditor's Responsibilities Relating To Fraud in
an Audit of Financial Statement&AC. http://www.ifac.org/system/files/downloadsi&2010-
iaasb-handbook-isa-240.pdf

International Standard on Auditing 315. Identifying and assessing the risk of material
misstatement through understanding the entity ants ienvironment IFAC.
http://lwww.ifac.org/sites/default/files/download81&-2010-iaasb-handbook-isa-315.pdf

International Standard on Auditing 330. The auditor's response to assessed riskaC.
http://www.ifac.org/sites/default/files/download81®-2010-iaasb-handbook-isa-330.pdf

International Standard on Auditing 500. Audit evidence. IFAC.
http://www.ifac.org/system/files/downloads/a022-Q84asb-handbook-isa-500.pdf

Johnstone, K. M. and J.C. Bedard. 200 Engagement planning, bid pricing, and client resgmn
in the market for initial attest engagemenhe Accounting Review. 76 (2) pp. 199-220.

Johnson E.N., J.R. Kunh, Jr. Barbara, A. Apostolouand J.M. Hassell. 2012 Auditor
Perceptions of Client Narcissism as a Fraud At@utrisk FactorAuditing: A Journal of Practice
and Theory. Vol. 32 No. 1. pp. 203 - 219

Kanellou, A. and C. Spathis. 2011Auditing in enterprise system environment: a s)giftie
Journal of Enterprise Information Managemgvibl. 24 No. 6, pp. 494 — 519.

Knapp C.A. and M.C. Knapp. 2001.The effects of experience and explicit fraud risdegsment
in detecting fraud with analytical procedurésccounting, Organization and Society 26 (January)
pp. 25 - 37

Koskiavaara, E. 2004 Artificial neural networks in analytical review predures Managerial
Auditing Journal. 19 (2) pp. 191 — 223.

Kuhn, J.R. and S.G. Sutton. 2010Continuous auditing in ERP system environmentsctineent
state and future directiondournal of Information Systems, Vol. 24 No 1., §p-112.

Ladb, A. 2016.Szamviteli ismeretek — Ertlden, szérakoztatdagomplex Kiado. p. 19.

Ladd, J. 2010.0tletek az ISA koltséghatékony alkalmazasa8@AKma, Vol. 52, Vol. 7-8, pp-
321-324

Lin, J.W., M.l. Hwang and J.D. Becker. 2003 A fuzzy neural network for assessing the risk of
fraudulent financial reportingManagerial Auditing Journal 18 (8) pp. 657 — 665.

96



Lukécs J. 1998aKockazatok a konyvvizsgalatbeBramvitel és Konyvvizsgalat. Vol. 40, No. 9,
pp. 372-375

Lukacs J. 1998b Kockazatok a kényvvizsgalatban $zamvitel és Kényvvizsgalat. Vol. 40, No.
10, pp. 416-421

Lukécs, J. 2007 Kreativ szamvitel, vétlen hiba, szandékos csdlassadalom és Gazdasag. Vol.
29., No. 1., pp. 133-142.

Lukacs, J. 2008 Konyvvizsgalati tapasztalatok egy felmérés tikréBaiKma. Vol. 50 No. 11,
pp. 466-474

Maedche, Alexander. 2010An ERP-centric Master Data Management ApproAShCIS 2010
Proceedings. Paper 384. http://aisel.aisnet.org&20t0/384

Madi-Szabg, Z. 2015Mindéségelledrzés 2016-ban. MKVK éhadéas, 2016. szeptember 22.

Médi-Szabg, Z. 2016 A kdnyvvizsgalo csalassal 0sszefadgleléssége. SZAKma, Vol. 57, No.
12, pp. 570-572.

McMillian J.J, and White R.A. 1993. Auditors’ belief revisions and evidence search: &ffect
of hypothesis frame, confirmation and professiasiapticism. The Accounting Review 68(3):
443-465.

Messier W.F., A. Eilifsen and L.A. Austen. 2004Auditor detected misstatements and the effect
of information technologynternational Jounal on Auditing. Vol. 8, pp. 233-

Mohl, G. 2012. A bizonyossagfiiggvények elméletének alkalmazasenzigyi kimutatdsaok
ellendrzésébenHiteintézeti Szemle. Vo. 11, No. 3., pp. 211-229.

Mohl, G. 2013a.A koczkazatbecslés elmélete és hazai gyakorlatangakizsgalatbanDoktori
Disszertacio, Budapesti Corvinus Egyetem

Mohl, G. 2013b.A kockazat szerepe a konyvvizsgalathéeretéstudomany. Vol. 44, No. 10, pp.
50-62

Nelson, M.W. 2009.Amodel and literature review of professional skaptn in auditing.
Auditing: A journal of Practice & Theory. Vol 28.d\2., pp. 1 — 34.

Nigrini, M. 2005. An assessment of the change in the incidence oinggr management around
the Enron-Andersen episodgeview of Accounting and Finance 4 (1) pp. 92 68.11

Osz, R. and J. Fodor. 2013Possible connecting areas of education and imgfefit system2013
IEEE 9th International Conference on ComputatioGgbernetics (ICCC). Digital Object
Identifier: 10.1109/ICCCyb.2013.6617560 , Print NSB78-1-4799-0060-2, Page(s): 51 — 56.

Patterson, E. and J. Noel. 200&udit strategies and multiple fraud opportunitiésrasreporting
and defalcationContemporary Accounting Research 20 (Fall): p®. 5549.

97



Pincus, K.V. 1989.The efficacy of red flags questionnaire for assegsie possibility of fraud.
Accounting, Organization and Society. 14 (1-2) pp3-164.

Public Oversight Board (POB). 2000. Panel on audit effectiveness: Report and
recommendationAICPA, Stamford, CT

Public Company Accounting Oversight Board (PCAOB).2007. Observations on Auditors’
Implementation of PCAOB Standards Relating to AusiitResponsibility with Respedt to Fraud.
PCAOB Release No. 2007-001. (January 11) Available at:
https://pcaobus.org/Pages/PageNotFoundError.aspxstJri=https://pcaobus.org/Inspections/
Other/2007/01-22 Release_2007-001.pdf

Regulation (EU) No 537/2014 of the European Pa#aimand of the Council on specific
requirements regarding statutory audit of publiefieast entitites

Siklos M. 2016:Szkepticizmus a konvvizsgaltbxX1V. Orszagos Konyvvizsgaloi Konferencia.
2016.09.09. 9:30-10:00. I szekcio. Available at:
https://www.mkvk.hu/letolthetoanyagok/konferencldd(2016/1.05_SiklosMarta_osszefoglalo.p
df

Srivastava R.P., T. Mock and L. Gao. 2011IThe Dempster-Shafer Theory: An introduction and
Fraud Risk Assessment lllustratichustralian Accounting Review No. 58 Vol. 21 Issuep®.
282 — 291.

Srivastava R.P., Mock T.J. and J.L Turner. 2009Bayesian Fraud Risk Formula for Financial
Statement AuditABACUS A Journal of Accounting, Finance and Busm&tudies. Vol. 45, No.

Szasz, E. 2010.A vallalati teljesitmény torzitott kimutatdsanak amswiteli, etikai,
vallalatkornanyzasi és dkepiaci aspektusai Doktori Ertekezés, Pécsi Tudomanyegyetem
Kbdzgazdasagtudomanyi Kar, Gazdalkodasitani Dolkséola

Szekeres, B. 2007.A konywvizsgélat nemzetkdozi €és hazai Jse@gbiztositdsa a
mindségmenedzsment-rendszerek tiikrébd@oktori Ertekezés. Budapesti igzaki és
Gazdasagtudomanyi Egyetem Gazdasag- és Tarsaddtmményi Kar, Pénziigyek Tanszék

Tridsz — Audit Konyvvizzsgalé Kft. 2008.: Informatikai audit a konywvizsgélatban —
Mddszertani Utmutat@vailable at:https://www.mkvk.hu/tudastar/utmutatok/informati&adit

Trompeter M. G., Carpenter T. D., Desai N., Jones LK. and Riley R. A. 2013 A Synthesis of
Fraud-Related ResearcAuditing: A Journal of Practice & Theory, Vol. 3@p. 287 — 321

Trompeter, G. and A. Wright. 2010. The world has changed — Have analytical procedure
practices?Contemporary Accounting Research 27 (2) pp. 6600- 7

Trotman K.T. and W.F. Wright. 2012. Triangulation of audit evidence in fraud risk assegnt.
Accounting, Organization and Society. 37. pp. &8B3—

98



Veit, K. 2014. Szakmai szkepticizmus a konyvvizsgalati@ramvitel, Ado, Konyvvizsgalat,
2014. 4. szam

Vendrzyk, V.P. and N.A. Bagranoff. 2003The evolving role of IS audit: a field study conipgr
the perceptions of IS and financial auditofglvances in Accounting, Vol. 20, pp. 141-63

Wéagner, V. 2010. Kockazatértékelés jelef#sege a pénzugyi kimutatdsok eflem@sében
Szamviteli tanacsado. Vol. 2, No. 6., pp. 16-21.

Wilks, T.J. and M.F. Zimbelman. 2004.Decomposition of fraud-risk assessments and awglitor
sensitivity to fraud cue€ontemporary Accounting Research 21 (Fall) pp.77495.

Wright, S. and A.M. Wright. 2002. Information system assurance for enterprise ressurc
planning systems: unique risk consideratiodsurnal of Information Systems. Vol. 16, pp. 99-
113.

Yang, D.C. and L. Guan. 2004The evolution of IT auditing and internal contréfsdards in
financial statement audit. The case of the UnitdieS.Managerial Auditing Journal, Vol. 19 No.
4, pp. 544-55.

Zimbelman, M.F. 1997 The effects of SAS No. 82 on auditors’ attentidrnatad risk factors and
audit planning decisionglournal of Accounting Research 35 (Supplementypp- 97.

99



APPENDIX 1: STATISTICS AND CALCULATIONS

Table 1 Manipulation check

D2

T-test; Grouping: Risk version
Group 1: HIGH RISK Group 2: LOW RISK
Mean | Mean Valid N Valid | Std.Dev.| Std.Dev. | F-ratio p
Variable | High | Low t- High N Low High Low Varian- | Varian-
S Risk | Risk | Value| df p Risk Risk Risk Risk ces ces
Overall
Fraud | 4.37 3.36 | 2.429 53 0.0186 27 28 1.6443 1.4457 1.293 0.51
Risk
Table 2 Assessed Fraud Risk - ANOVA results
Univariate Tests of Significance for Fraud Risk
Sigma-restricted parameterization
Effective hypothesis decomposition
Effect SS Degr. Mean F p
of Square
Intercept 6.090096 1 6.0900 | 141.53 0.000000
Method 0.147830 1 0.1478 | 3.4355 0.069598
Risk version 0.350617 1 0.3506 | 8.1481 0.006217
Method*Risk version 0.411953 1 0.4119 | 9.5735 0.003201
Error 2.194546 51 | 0.0430

Note: Method = traditional fraud risk assessment vs. decomposition fraud risk assessment; Risk version= low vs.
high risk scenario

Table 3 Descriptive statistics - Assessed fraud risk (MgzD) [N])

Method Low Risk Scenario High Risk Total
Scenario

Traditional 0.392 (0.271) [15] 0.379 (0.148) [14 0.386 (0.2[28]

Decomposition | 0.115(0.192) [13]| 0.488 (0.190) [13] 0.281 (0.pp3]

Total 0.263 (0.273) [28] 0.412 (0.167) [27 0.336 (0.2

Note:

Dependent variable — fraud risk assessme0t-01.00 (probability of fraud, where 0 = no chané
occurrence and 1.00 = 100 % chance of occurrence)
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Table 4 Need to consult with external fraud expert - ANOY&Sults
Univariate Tests of Significance for Need to conhstith
external fraud expert (1—10)
Sigma-restricted parameterization
Effective hypothesis decomposition
Effect SS Degr. of Mean F p
Freedom Square

Intercept 972.8497 1 972.8497| 241.9| 0.000000
Risk version 15.3120 1 15.3120| 3.808| 0.056512
Method 0.1721 1 0.1721 | 0.042| 0.836907
Risk 51.7185 1 51.7185| 12.86| 0.000750
Error 205.0725 51 4.0210

Note: Method = traditional fraud risk assessmentieeomposition fraud risk assessment; Risk versitmw vs.
high risk scenario

Table 5 Descriptive statistics - Need to consult with emgifraud expert (1 - 10) (Mean (SD) [N])
Method Low Risk Scenario High Risk Total
Traditional 4,600 (1.957) [15] 3.714 (1.939) [14 4.172 (1.98B)]

Decomposition | 2.769 (1,833) [13]| 5,769 (2,279)[13]  4.269 (2.5E]

Total 3.750 (2.084) [28]| 4.704 (2.317) [27 4.218 (2.258]

Note: Dependent variable — Need to consult witlemdl fraud expert 1 — 10
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Table 6 Descriptive statistics — Distribution of auditoesiswers regarding their audit planning decision

Other modifications
Omit procedure / Perform standard in the audit
not meaningful procedure Increase sample size program
Jow” »high” JJow” »high” Jow” Lhigh” Jow” »high”
risk risk risk risk risk risk risk risk
AP1 4,35 0,00 73,91 71,88 21,74 15,63 0,0(¢ 12,50
AP2 0,00 0,00 60,87 46,88 34,78 46,88 4,34 6,2pb
AP3 4,35 0,00 39,13 34,38 47,83 56,25 8,7( 9,3B
AP4 0,00 0,00 39,13 25,00 47,83 62,5 13,04 12,50
AP5 0,00 0,00 69,57 43,75 30,43 46,81 0,0( 9,3B
AP6 8,70 9,38 56,52 53,13 30,43 34,3 4,35 3,18
AP7 8,70 0,00 52,17 25,00 34,78 62,50 4,35 12,50
AP8 26,09 9,38 69,57 50,00 4,35 31,25% 0,0( 9,3B
AP9 30,43 6,25 52,17 68,75 13,04 25,00 4,3% 0,00
AP10 8,70 18,75 69,57 40,63 21,74 28,18 0,00 12,50
AP11 0,00 0,00 52,17 75,00 47,83 25,0 0,0(¢ 0,0p
AP12 4,35 3,13 82,61 81,25 8,70 15,63 4,35 0,00
AP13 17,39 6,25 52,17 46,88 26,09 40,63 4,35 6,25
Table 7 Sign test for median — Time budget
Sign Test of median = 0.00000 versus > 0.00000

N N* Below Equal Above p median
Assistant hours 54 1 8 20 26 0.0015 0.0000
Senior hours 54 1 8 12 34 0.0000 5.0000
Manager hours 54 1 6 22 26 0.0003 0.0000
Partner hours 54 1 3 16 35 0.0000 2.0000
Total hours 54 1 5 5 44 0.0000 | 14.5000
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Table 8 Time budget modification responses to the assdsaed risk

Mann-Whitney U Test (w/ continuity correction)

By variable Kock_kat Marked tests are significant & p <,05000

Rank | Rank U Z p-value Z p value | Valid | Valid | 2*1sided

Sum | Sum adjusted N N exact p
Variables high low high low
Assistant Hours 951.0 | 589.0| 313.0 0.9299| 0.352404 | 0964163 0334965 32 24 0.3553
Senior Hours 9730 | 567.0| 291.0 1.3053| 0.191783 | 1.339110 0.180536 32 24 0.1934
Manager Hours 10565' 4745 | 198.5| 2.8837| 0.003931 | 2.990834 | 0.002782| 32 23 | 0.003273
Partner Hours 983.0 | 557.0| 281.0 1.4759| 0.139956 | 1509977 0.131050 32 24 0.1409
Total Hours 10037' 503.0 | 227.0| 2.3974| 0.016514 | 2.408555| 0.016016 | 32 23 | 0.015633
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APPENDIX 2: CASE STUDY (LOwW RISK VERSION)

A KONYVVIZSGALO KOCKAZATBECSLESE ES A KONYVVIZSGALAT |
PROGRAM OSSZEALLITASA

A konyvvizsgélat hatékonysdga és eredményességmpsmgiabdl rendkivil fontosak a
konyvvizsgélati program dsszeallitasaval kapcssldtintések, azaz a kdnyvvizsgélati eljarasok
jellege, terjedelme, Utemezése. Mindezek ellenéagyan keveset tudunk arrdl, hogy a
konyvvizsgalok hogyan is hozzdk meg ezen a dorkésaikilonféle tgyfél kornyezetekben. Jelen
kutatast egy amerikai és magyar kutatokbol, egyetshtatokbol allé csapat koordinalja és
felugyeli! Az On részvétele kulcsfontossagu a siker érdekében!

A kutatashoz felhasznalt esettanulmany egy valéeaslapszik. A kutatas soran az On szakmai
megitélésére vagyunk kivancsiak, igy arra kérjidgyha kérdések megvalaszolasa soran ugy
jarjon el, mintha ez az On val6di megbizasainakkegienne. Kérjuk, hogy valaszait ne vitassa
meg masokkal, mivel az On személyes megitéléségyum kivancsiak. A kérdések
megvalaszolasab-20 percetvesz igénybe.

Amennyiben kérdése lenne az esettanulmannyal kigtiean, kérjik Iépjen kapcsolatba velink!

K6szonjuk részvételét ebben a konyvvizsgalati szakeempontjabdl jeleds projektben!

Az esettanulméany a kdvetkelinkre kattintva érhétel:

Udvozlettel:
Dr. Fortvingler Judit Szivés Laszlo, ACCA
egyetemi adjunktus egyetemi tanarsegéd
kamarai tag kbnyvvizsgald szivos@finance.bme.hu

fortvingler@finance.bme.hu
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Precision Equipment Orvosi Berendezés Gyartd Nyrt.

A konywvizsgalat soran Ont azzal bizzak meg, hogyzkse el a Precision Equipment Nyrt.
(tovabbiakban Tarsasag) 2006. december 31-i méragfbnappal készitett beszamolbjanak
konyvvizsgalati kockazatbecslés¢es az arbevétel elszamolasi rendszer @lidsére vonatkozo
munkaprogramot. Az alabbi informéaciok allnak rendelkezésére:

1. Az ugyfélre vonatkoz6 informaciok

A Tarsasagot 1960-ban alapitottak. Székhelye Buslaperan, de tovabbi 9 orszagban is folytat
tevékenységet. Osszesen mintegy 20.000 munkavalldtiglalkoztat. A Tarsasag
alaptevékenysége gydgyszeripari termékek gyartastor§almazasa, kiemelt termékei kdzott
taldlhatéak az analdg és digitalis laztkevérnyomasmék, CT és MRI vizsgalat soran hasznalt
gépek, valamint vércukormgkészilékek.

A Tarsasag legfontosabb partnerei maguk a korhdaakagykereskéd, és az orvosok. A
Tarsasagnak jelefd piaci versenytarsai vannak. Mivel a Tarsasaggaatis termékek piacéara
viszonylag kéén lépett be, ezért e terlletre jel@ntfigyelmet és éforrdsokat dsszpontosit.
Ekozben a Téarsasag az analdg termékek piacan abiuddekben visszaeséssel szembesiilt,
ugyanakkor az e termékekbszarmazd bevétel ezzel egyitt is a bevételeir@klizelll 70
szazalékat teszi ki.

A 2005. és 2006. uzleti évek konszolidalt beszamaldmellékletben talalhatéak. Jelen
esettanulmany a 2006. Uzleti év kbnyvvizsgalatdkagzal.

2. A korabbi kényvvizsgalatok soran gyijtétt tapasztalatok

Az Ont alkalmazé konyvvizsgald vallalat végzi a Jasag konyvvizsgalatat 1989 6ta. Az ezen
évekre kibocsatott vélemény minden esetben ésiiés nélkili jelentés volt. A korabbi
munkaanyagok attekintése alapjan kiderul, hogygddak néhany jeletdebb tétel kijavitasat
kérte a kbnyvvizsgalo.

Az ellendrzési kornyezetre vonatkoz6 informaciok és a léenyegségi kuszobeértéek
meghatarozasa

A korabbi kbnyvvizsgalati tapasztalatok azt mutatffogy a vallalat vezetése megbizhatéan végzi
a szamviteli becsléseket és késziti el a beszamalbis latszik, hogy a vezetés megbizhatd
kontrollrendszert riikddtet, és dontései soran megbizik a szamviteldseer altal €allitott
informéacidkban. A betskontrollrendszer hatékonyanikodik a rutin tranzakciok terliletén, és a
felelosségi terlletek elkulonitése is kielégitAz igazgatdosadg tagjai és az auditbizottsag
rendszeresen talalkoznak. Az auditbizottsag halgemdaggal is rendelkezik, akik a Tarsasagnal
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nem toltenek be vezit poziciot. A Tarsasdg vezérigazgatdja nagy hangstdktet a
menedzsment ellénzésére és a pénzigyi jelentések rendszeres &ftsdia.

A felsdvezetés javadalmazasi rendszere a kovétleemekisl épul fel: 90 % fix munkabér
valamint 10% részvenyopcid. A menedzsment flukijacalacsony, munkajat széles tarsadalmi
megbecstilés dvezi.

Az elmult év, valamint az idei évre vonatkoz6 nyleeszamold szamai alapjan a lényegességet 8
millié eurdban hatarozta meg a kényvvizsgalo.

3. Iparagi helyzet

A gybégyaszati berendezéseket az egészségipar kegétisbb és legvaltozatosabb terlletének
tekintik. A 2004-es csucs 6ta a legtobb gydgyasbatendezéseket gyartdé cég visszaeseést
tapasztal. A tapasztalhatd negativ folyamat egiyéiiteka egyrészt az egészségugyi kiadasok
koltségvetési szifit csokkentése, valamint a fizetési feltételek kedtlem iranyban tortéh
valtozasa.

4. Az arbevétel elszamolasanak folyamata

Az értekesitési arbevétel elszamolasa a termeélkeilkitasa utan, az tgyfeleknek kiallitott szamla
alapjan torténik. A fizetési hatatit] az iparagi szokasoknak megféksh, 45 napban hatarozzak
meg. Hasonlbéan az évkozi audit eredményéhez, &ggvaudit tesztelései is azt mutattak, hogy
e teruleten a kontrollok megfetein mikddnek.

Az évkozi audit Ota eltelt itbzakban, pontosabban 2006 novemberében, a Taagdiptt egy
marketingkampanyt. A kampany célja, hogy valasdkgst szolgaljon a versenytarsak altal a
disztribatorok dszténzésére kialakitott akciokra.

A kampany eredményeképpen az értékesités arbevEdelmillio eurdval, az addzas o¢i
eredmény pedig 1,1 millié eurévabth A marketingstratégia részletei a kbvetddzen kerilnek
bemutatasra.

5. Marketing stratéga
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2006. végén a vezetés ugy dontott, hogy a stratégiak elérése érdekében atszervezi az
értékesitési csatorndk marketing tevékenységéar8abag korabban analdg és digitalis termékeit
két 6 csatornan keresztul értékesitette: sajat alkalttezal direkt moédon, illetve
disztributorainak hél6zatan keresztil. Az U] sga@é&éeszeként, az analog termékek értékesitése
terén az el&dleges értékesivé a disztribatorokat Iéptette el Ennek célja, hogy az igy
felszabadult bets direkt értékesitési éforrasait a digitalis termékek értékesitésére tudja
irdnyitani.

A novemberben elkedddtt kampéany keretében a disztribitoroknak megiteliasarolniuk egy
minimalisan elvart mennyiséget, amely a Tarsasaghkéhron |4 analog termékek készletét (1,8
millié darab) a disztribatorok értékesitési telipg@nyének aranyaban osztotta fel. Annak
erdekében, hogy a disztributorok széles kdre bedadpdjon a programba, az analdg készilékek
végs® vasarldinak a Tarsasdg kedvezményeket nydjtotly higy 0szténbzze a disztribatorok
eladasait a végfelhasznalok felé.

Az eladas 0Osztbnzésének tovabbi eszkbdzeként a sBfysa az adatvédelmi szabalyokkal
0sszhangban — hozzéaférest biztosit olyan nagyowleléghez, korhdzakhoz, orvosokhoz, akiket
korabban a Tarsasag kdzvetlenul szolgalt ki. Mie#ienellett, a Tarsasag azt tervezi, hogy a piaci
novekedéstl szarmazo nyereség egy részét, a mégedb 6sztonzés érdekében megosztja a
disztribatorokkal.

El6bbieken felll, a Tarsasag bevezetett egy prograamtlynek keretében a kiskereskied
amennyiben a disztribatoroktdl analdg késziléketavdltak, olyan kedvezményre jogositd
pontokat gyijthettek, amelyeket kébb digitalis berendezések vasarlasa soran valkhattaAz
ilyen programok az iparagi lassulas megjelenéseagtagesz iparagban altalanosan alkalmazott
eszkoznek tekinthéek.

A program keretében a disztributoroknak ala kelteitik egy kotelezettségvallalasi nyilatkozatot
is, melyben vallaltak, hogy 2007. janius végigdsifik minden tartozasukat a Tarsaséag felé, amely
tartalmazza a 2006. novemberi marketing akcidé seémarolt berendezések ellenértékét is. A
kotelezettségvallalas értelmében a disztributorklenaovemberi program keretében megvasarolt
készletek kapcsan keletkezet tartozasukat folyasaatdell rendeznilk a Tarsasag felé olyan
aranyban, ahogy a program soran megvasarolt kéketedrtekesiteni tudjak. 2007. juniusaban a
kotelezettségvéllalas értelmében azonban a digabribknak a fennallo teljes tartozasukat ki kell
egyenlitenitk.

107



2006. november 13-an a Tarsasag talalkozora hidiszaribdtorait, ahol részleteiben bemutatéasra
kerult a marketing program, amely a disztributokdkében nagy népsimegnek orvendett. A
program sikerét fémjelezi, hogy a disztributorolorazal nagy volumenben rendelték meg az
analdég berendezéseket, valamint az, hogy év végégy disztribator kivételével az dsszes
csatlakozott a programhoz.

2006. december 10-én a Tarsasag kontrollere 1ribistor estében kérte a hitelkeret megemelést.
A kontroller indokldsaban bemutatta a novemberi f@ny eredmeényeit, potencialis hasznat, a
biztositéekul szolgaldé kotelezettségvallalasi nyitetatokat, a disztribdtorok mdaltbeli fizetési
szokasait és jelenleg fenndllo tartozasaikat. Mirealapjan a vezetés elfogadta a kontroller
javaslatat, és jovahagyta a hitelkeretek megentelésé

Végezetil, szdmos disztribator jelezte a novemBertalalkoz6 soran vagy azt koven, hogy
nem rendelkeznek elegehdaktarozasi kapacitassal ekkora készlet medfedgblasara. Ennek
rendezésére, a Tarsasag raktarakat bérelt ki.

Osszességében, a vezetés elégedett volt a marketimgannyal. A j6¢beli kilatdsok azonban
erésen flggnek attél, hogyan reagalnak a versenytarsak
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KONSZOLIDALT EREDMENYKIMUTATAS

(ADATOK EZER EURBAN) 2005/01/01 - 2006/01/01 -
2005/12/31 2006/12/31
(auditalt) (nyers)

|. Ertékesités nettd arbevétele

1709086 1872184

Il. Ertékesités kozvetlen koltségei 778 684 841 429

l1l. Ertékesités bruttd eredménye 930 402 1 030 755

IV. Ertékesités kozvetett koltségei 660 157 779 886

A: Uzemi eredmény 270 245 250 869

B: Pénzlgyi miveletek eredménye 13700 13561

D: Adozas ebtti eredmeény 256 545 237 308

Addfizetési kotelezettség 85 125 80 761

E: AdGzott eredmény 171 420 156 547

Osztalékfizetési kotelezettség 47 558 52 266

G: Mérleg szerinti eredmeény 123 862 104 281

Egy részvényre jutdé eredmény (EPS) 2,84 2,60

KONSZOLIDALT MERLEG
2005/12/31 2006/12/31
(auditalt) (nyers)

A Befektetett eszk6zok 791 974 1 109 867
Immaterialis javak 503 922 541 061
Targyi eszkdzok 288 052 568 806
Befektetett pénzigyi eszkdzok 0 0

B Forg6eszkdzok 974 034 1302 970
Készletek 279 825 297 208
Kovetelések (Vaskovetelések) 277 338 384 973
Ertékpapirok 98 74 753
Pénzeszkdzok 416 773 546 036

C. Aktiv id 6beli elhatarolasok 107 779 173 844

ESZKOZOK OSSZESEN 1873787 2 586 681

D Sajét toke 898 282 1 001 580
Jegyzettdke 113 238 112 255

Eredménytartalék 661 182 785 044
Mérleg szerinti eredmény 123 862 104 281

E Céltartalékok 0 0
F Kotelezettségek 654 661 1183771
Hosszu lejarata kotelezettségek 408 707 870 312
Rovid lejaratu kotelezettségek 470 545 594 390
Szallitok 422 788 503 573
Rovid lejaratu hitelek 10 657 21935
Adotartozasok 37 100 68 882

G. Passziv idbeli elhatarolasok 97 253 120 399
FORRASOK OSSZESEN 1873 787 2 586 681
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CASH FLOW

2005/01/01 - 2006/01/01 -
2005/12/31 2006/12/31
(auditalt) (nyers)

| Mtikddési cash flow 177 284 116 482

Il Befektetési cash flow -152 553 -387 567

[ll Finanszirozéasi cash flow -19 702 400 348

Pénzeszkdzok valtozasa 5029 129 263
KIEMELT PENZUGYI MUTATOK

2005/12/31 2006/12/31
Szamitas (auditalt) (nyers)
Likviditasi rata (Forgbeszkdzok + Aktiv igbeli elhatarolasok) / 1,9 2,1
(Rovid lej. kotelezettségek + Passziv id. elh.)

Kovetelések forgasi Ertékesités nettd arbevétele / Kvetelések 6,2 49
sebessége allomanya
Kovetelések behajtasi 365 nap / Kdvetelések forgasi sebessége 59 nap nag5
ideje
Készletek forgasi Ertékesités kdzvetlen koltségei / Atlagos készlet 2,78 2,83
sebessége allomany
Készletek tartasi ideje 365 nap / Készletek forgasi sebessége 131 nap &9 n
Brutté eredmény Ertékesités bruttdé eredménye / Ertékesités netto 54,4% 55.1%
szinvonal arbevétele
Eszk®z aranyos AdOzas dbtti eredmény / Eszkdzok atlagos 9,2% 13,7%
megtérilés allomanya
Eladésodottsagi fok Idegen tke / Osszes forras 52,1% 61,3%
mutato
Miikodési cash flow /  Miikddési cash flow / Ertékesités nett6 arbevétele 4 99, 6,2 %

értékesités nettd
arbevétele
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APPENDIX 3: CASE STUDY (HIGH RISK VERSION)

2. A korabbi kdnyvvizsgalatok soran gyijtott tapasztalatok

A felsévezetés javadalmazasi rendszere a kovétkéamekisl épll fel: 50 % fix munkabér,
30% eredményalapu bonusz, 20% részvényopcio. AAdgpaajatossaggal 6sszhangban, a
vezetésre jelefis nyomas nehezedik a tekintetben, hogy a Tarsaséigzeresen képes legyen
hozni a piaci pénziigyi eledz eredményre vonatkozodekjelzéseit. Ezt tAmasztja ala az is,
hogy a Tarsasag az elmult harom évben mindig elédg tulszarnyalta a bevételre vonatkoz6
piaci elvarasokat. A menedzsment fluktuacioja aags munkdjat széles tarsadalmi
megbecsilés dvezi.

4. Az arbevétel elszamolasanak folyamata

Az évkozi audit ota eltelt ithzakban, pontosabban 2006 novemberében, a Talasditptt
egy marketingkampényt. A kampany célja, hogy vaédgsrsként szolgaljon a versenytarsak
altal a disztribatorok dsztonzésere kialakitottiakia.

A kampény eredményeképpen az értékesités arbeBelrillié eurdval, az ad6zasodi
eredmény pedig 9,2 milli6 eurovabbth A marketingstratégia részletei a kovetkdzen
kerulnek bemutatasra.

5. Marketing stratégia

A program keretében a disztributoroknak ala kelletiuk egy kotelezettségvallalasi
nyilatkozatot is, melyben vallaltak, hogy 2007.isvéqig teljesitik minden tartozasukat a
Tarsasag felé, amely tartalmazza a 2006. novemimaniketing akciéo soran vasarolt
berendezések ellenértékét is. A kotelezettségadlladrtelmében a disztributoroknak a
novemberi program keretében megvasarolt készletapcdan keletkezet tartozasukat
folyamatosan kell rendeznitik a Tarsasag felée olga@inyban, ahogy a program soran
megvasarolt készleteket eértékesiteni tudjak. 20fliniusaban a kotelezettségvallalas
értelmében azonban a disztribatoroknak a fennaliés tartozasukat ki kell egyenlitenitk,
amelynek a mértéke a Precesion becslései szemovemberi akcid keretében felvasérolt
készletek értékének 70 %-ara fog ragni. Amennyibesztribitorok juniusban nem képesek
a fenndalld o6sszes tartozasukat torleszteni, a rhégra adott készleteket vissza kell, hogy
kiuldjék a Precision szamara.
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APPENDIX 4: QUESTIONNAIRE (TRADITIONAL APPROACH)

A Kérd éiv és a kitbltéshez sziikseéges informaciok

Arra kérjiik Ont, hogy az esettanulmany informaeiéiamaszkodva, az alabbi Utmutatas alapjan
végezze el a konyvvizsgalati kockazatbecslési adjar és Adllitsa O6ssze a kdnyvvizsgalati
munkaprogramot! Kérjik, hogy a kérdésekre a megasimrendben valaszoljon. Szikség esetén
barmikor visszatérhet az esettanulmanyhoz és upabhtja a relevans részeket.

Utmutato a kockazatbecslés elvégzéséhez

A jelenlegi kdnyvvizsgalati gyakorlat alapjan a ktwizsgalati eljardsok megtervezésétel
fel kell mérnie szamos kockazatot. Az Ont foglatieada kényvvizsgalé cég konyvvizsgalati
kézikdnyvében a kockazat becsléssel foglalkoz&étgeszerint a kovetkékockazatokat kell
figyelembe venni:

Kdnyvvizsgalati kockazat (a 200. témaszamu, , A itgn konyvvizsgald atfogo céljai és a
koényvvizsgalatnak a nemzetkozi konyvvizsgalati deadokkal 6sszhangban toréén
végrehajtasa” elnevezésemzetkdzi kdnyvvizsgalati standard szerint):

AR =IR X CR xDR
Ahol:

AR= Kdnyvvizsgalati kockazat (Audit Risk) — Annak kockazata, hogy a konyvvizsgalo
nem megfelé konyvvizsgaldi vélemeényt bocsjt ki olyan esetekbamikor a
beszamoldban lényeges hibas allitasok vannak.

IR = Eredends kockazat (InherentRisk) — Egy Ugyletcsoportra, szamlaegyenlegre
vagy kozzétételre vonatkozé allitas hibas allitksralo kitettsége, amely hibas
allitds lényeges lehet akdr 6nmagaban, akar egipéls Allitasokkal egylttesen,
barmely kapcsolddé kontroll mérlegelésétiel

CR

Ellenérzési kockazat (Control Risk) — Az a kockazat, hogy egy olyan hibas
allitast, amely egy ugyletcsoportra, szamlaegyealeggy kdzzétételre vonatkozé
allitasban felmerilhetett, és amely lényeges |¢hakaér 6nmagaban, akar egyéb
hibas allitasokkal egyuttesen, a gazdalkodo edyskg kontrollja nem fog idben
megebzni vagy feltarni és helyesbiteni.

DR = Feltarasi kockazat(DetectionRisk) — Az a kockazat, hogy a konyvvizsgald altal
a konyvvizsgalati kockazat elfogadhatéan alacsangtre tortéw csokkentése
érdekében végrehajtott eljardsok nem fognak feliégy meglés hibas allitast,
amely lényeges lehet akar 6nmagaban, akar egyéb Allitasokkal egyiittesen.

RMM = Lényeges hibas alliths kockazaRask of M aterialMisstatement), amely a kombinalt
kockézata az eredetitockdzatnak és az ellénzési kockazatnak (IR x CR).
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Kockazat értékelés

Az esettanulmanyban megismert Ugyfélre vonatkotdrnmaciok, és a fenti iranymutatasok
alapjan végezze el az alabbi kockazatbecsléstll@szaiban 0.00 — 1.00 k6zd4tti skalan jeldlje
ertékitéletét.

0.00: 0 % egyaltalan nem érez valogzégét a megjelenésnek.
0.50: 50 % esély a megjelenésre, amely edyapiénzfeldobas valdszseégével

1.00: 100 % esély a megjelenésre.

(0.00 és 1.00 kozétt barmely szamot megjelélhet)

1. Elfogadhato kdnyvvizsgalati kockazat (AAR):Az elfogadhaté konyvvizsgalati
kockazat szintje altalaban 10 % (0.1) és 50 %) (BH3a6tt helyezkedik el.

AAR =
2. Eredends kockazat (IR):
IR =

3. Ellenérzeési kockazat (CR)

CR =

4. Feltarasi kockazat (DR}

DR =

5. Koényvvizsgalati kockdzat (AR): A 2. — 4. pontokban meghatarozott kockazati szintek
segitségével meghatarozhatjuk, hogy mekkora a katkannak, hogy az tigyfél
arbevétel elszamolaséletlen eredel lényeges hibas allitast tartalmaz!

AR=IRXCRXxDR = ( ) X ( ) X ( ) =

6. Csalasi kockazat (FR)=

113



Koényvvizsgalati program az arbevétel elszamolas végalatara

Az esettanulmany ezen részében azt a feladatoh, kapgy véglegesitse a Tarsasag arbeveétel
elszamolasi rendszerét vizsgaldé konywvizsgalati kaprogramot. A kdvetkézoldalon egy
munkaprogram tervet talal, amelyet a 2005-0s éwkénsgalata alapjan készitett el Onnek
asszisztense. A konywvizsgalati partner arra kémt, dogy nézze at, és szilkség esetén
modositsa a programot a 2006-os év korilményeinsffeteben. Ahogy a gyakorlatban is,

szabadon megvaltoztathatja a programot, beveladjgigasokat, megvaltoztathatja az eljarasok
jellegét, novelheti illetve csokkentheti azok tdgémét.

Kérem, hogy minden eljaras esetében jelblje védasttiegjobb szakmai megitélése alapjan.
Szabadon donthet arrol, hogy egy eljarast kiveazrmunkaprogrambol, a standard eljarast
végzi-e el, vagy adott esetben médositja az etj@ad@sak érdekében, hogy a kdnyvvizsgalati
kockazat elfogadhato szintjét elérje. Ugyanakkgyeeazt is figyelembe, hogy kényvvizsgalati
munka koltségeinek kordaban tartasa végett a hayslag figyelembevétele elengedhetetlen.
A konyvvizsgalatot vezét partner az On altal kialakitott programot annakhagd
hatékonysaga és eredményessége alapjan fogja meditprogramhoz sajat belatasa szerint
szabadon adhat hozzéa olyan eljarasokat, amelyélbkan nem szerepeltek a programban.

Miutan elkészitette a konywvizsgalati munkaprogranasra kérjik, hogy becsilje meg a
konywvizsgalatra forditand6 orak szamat, amely észetesen tartalmazza az asszisztensek
munkaorait is. Ennek érdekében aktualizalja a 2GQ@ptemberi évkozi kdnyvvizsgélat
idétervét eés az orak felosztasat!
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PRECISION EQUIPMENT Nyrt
Arbevétel elszamolasi rendszer tervezett munkaprogimija

2007. December 31.

(A tdblazatban X-el jel6lje az egyes eljarasokkal &pcsolatos megitélését!)

Elemz6 eljarasok elvégzése és eredmények dokumentélasa
Egyenlegkdzbk kiklldése a vewknek

Ertékvesztésekre és behajthatatlan kovetelésekre natkozé
szamviteli becslések attekintése

Kedvezmények és visszakildések megfdallszamolasanak
tesztelése

Ertékesités vizsgalata idbeli elhatarolas szempontjabdl (cut-off
teszt)

Bevételek és kovetelések konyvelési tételeinek allezése
mintavételezéssel

Jelentés és szokatlan tételek azonositasa, amelyek kivéhek a
gazdalkodd6 szokasos Uzletmenetén, vagy amelyekgyelembe véve
a kdnyvvizsgalé ismereteit és egyéb informécioitegyéebkeént
szokatlannak tinnek

Interju készitése a vezetéssel arrdl, hogy a vezetéogyan méri fel
annak kockazatat, hogy a pénzigyi kimutatasok csatamiatt
Iényeges hibas allitAsokat tartalmazhatnak

Interju egyéb személyekkel:

Eljaras kihagyasa/
Nem értelmezheé
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Standard eljaras

elvégzése (véletlen
mintavétel, alacsony
és kodzepes kockazat)

O

O

Mintaméret
novelése
(magas
kockazat)

O

O

Egyéb modositas az auditprogramban



Bizonyos relevans szeidéses feltételek megésittetése a vebkkel

Szamitogéppel tamogatott elleérzési technikak alkalmazasa
(CAAT)

A leltdrozéson torténs részvétel megszervezése, majd a leltarozas
megfigyelése a helyszine(ke)n

Korositott vevéi lista attekintése
Bevételek és kovetelések megfaldbesorolasanak tesztelése
Egyéb:
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Konyvvizsgalati idétervezés az arbevétel elszamolasara vonatkozoan

Az év végi konyvvizsgalati isterv a 2006. szeptemberi évkozi kbnyvvizsgalati kdkmoz
készllt, és nem tért el jelésen az €z6 évek idterveil. Amennyiben szikségesnek itél,
aktualizalhatja az igtervet.

Az elozetes iditerv az elbzé években ledolgozott tényleges kdonyvvizsgalati orédapjan
készllt, amely az dlz6 részben bemutatott eabzetes konyvvizsgalati program

végrehajtasahoz tartozott.

Asszisztens
Szenior asszisztens
Menedzser

Koénywvizsgéalo partner

Osszesen

Elozetes idterv Végleges idterv
(ebz6 évek alapjan)
30
20
10

5
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Kilsé szakeérével torténé konzultacio szikségessége

Az elézéekben On csalasi kockazatbecslést végzett a T@rsaddevétel elszamolasara
vonatkozoan. Valosziteg On is tudja, hogy a csalasok felismerése eggoyobb hangsulyt
kapott az elmult években, ami egyrészt a pénziuggzdmolok felhasznalbinak a kifejezett
elvarasa, masreszisrszabalyozoi elvaras. Tételezzik fel, hogy a kéixggalo partner tudni
szeretné, hogy a kordbban On é&ltal javasolt komggélati program mennyire tudja
megfeleben kezelni a Tarsasag kitettségét a tekintetbeyy bgelends csalasok feltarhatdéak
legyenek. Ennek érdekében kivancsi arra, hogy enntszikséges-e kockazat menedzsment
szakérbvel / csalasi szekéntel konzultalni a kdnyvvizsgalat program veglegesdt ebtt. Az
ilyen szakemberek széleskodtapasztalattal rendelkeznek csalasok felderitéséletén.
Tekintettel arra, hogy a kényvvizsgalatnak kolteétgekonynak kell lennie, ilyen szakemberek
bevonasara nincs minden megbizas esetébendéséigeszikség, csak akkor, amikor a
konyvvizsgalati munkat végzcsoport agy érzi, hogy a kdnyvvizsgalati prograrajanem
tudja a feltarasi kockazatot elfogadhato szinttikkenteni.

Kérem, hogy itélje meg egyil tizig terjedé skalan, hogy mennyire tartja sztikségesnek

csalas szakéwl vagy kockdzat menedzsment szakdit bevondsat a konyvvizsgalati
program véglegesitése ét!

[ T M, I— ST S A - N e - 10

Nincs Kdzepesen Nagy szikségét
szilkség tartom érzem a
konzultaciéra sziikségesnek konzultacionak

a konzultacio
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DEMOGRAFIAI INFORMACIOK: Végezetil arra kérjilk, hog y véalaszoljon az alabbi
demografiai kérdésekre. KERJUK, HOGY NE LAPOZZON VISSZA KORABBI VALASZAIHOZ !

1. Ertékelje, hogy mekkora az atfoy&NYEGES HIBAS ALLITAS KOCKAZATA
(IR x CR) a Tarsasag arbevétel elszamolasatiiet

Alacsony Kdzepes Magas

1 2 3 4 5 6 7

2. Ertékelje, hogy mekkora@SALASI KOCKAZAT a Tarasag arbevétel elszamolasat

illetdn:

Alacsony Kozepes Magas
1 2 3 4 5 6 7

3. Konyvvizsgalati tapasztalat: ev onap

4. Betoltott pozicio (X-el jeldlje): Szenior_ Menedz  Partner Egyéb

5. Jelolje (X-el), szakmai képzettségét és képesitésatabbi lista alapjan:

ACCA hallgaté:

ACCAtag: Tagsag kezdete (év):

Hallgatd, MKVK kdnyvvizsgaloi képesités megszerggstanul:

Mentori fazis, MKVK kdnywvizsgaloi képesitéssel detkezik:

Aktiv regisztralt tagja az MKVK-nak: __ (Regisatié éve: )

Inaktiv regisztralt tagja az MKVK-nak: __ (Regisatio éve: )

Egyeéb:
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6. Van-e konyvvizsgalati tapasztalata BIG4 konyvvitég#g alkalmazottjakéent?

lgen: Nem:

Elt6ltott évek szama:

7. Adja meg azt a harom iparagat, amelyben a leghbbda@asztalattal rendelkezik:

(2): év tapasztalat a iparagban.
(2): év tapasztalat a iparagban.
(3): év tapasztalat a iparagban.

8. Adja meg, hogy hany év tapasztalattal rendelkezialabbi vallalatok
konyvvizsgalataban.

(2): ev tapasztalat mikrovallalkozasoknal.

(Alkalmazottak Iétszama < 10; Forgalom < 600 m&gwMeérlegéossszeg < 600 mFt)

(2): ev tapasztalat kisvallalkozasoknal.

(Alkalmazottak létszama < 50; Forgalom < 3 mrd&gy Mérlegbossszeg < 3 mrd Ft)

(3): év tapasztalat kozépvallalkozasoknal.

(Alkalmazottak létszdma < 250; Forgalom < 15 mrdagy Mérlegbdssszeg < 13 mrd Ft)

(4): év tapasztalat nagyvallalatnal.

(5): év tapasztalaiasdén jegyzett vallalatnal.
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9. A kutatas kérdéseinek megvalaszolas# élallott mar acsalasi haromszogsl?

lgen:

Nem:

10.Vett mar részt szamviteli visszaélésekkel kapcesl&€pzésen?

Nem:
Igen, véllalati bels tréning/képzés keretei kdzott:
Igen, a MKVK szervezésében:

Igen, egyeéb szervezet szervezéseében:

11.Az alabbi skalan jelezze, hogy a korabbiakban milggasztalata volt az arbevétel
elszamolasanak kdnyvvizsgalataban:

Egyaltalan Szamos Rendszeresen
nincs korabbi alkalommal talalkoztam
tapasztalatom talalkoztam vele a korabbi
mar vele években
ISR p R R Y/ TR R 7

KOSZONJUK RESZVETELET A KUTATASBAN!
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APPENDIX 5: QUESTIONNAIRE (DECOMPOSITION )

A kovetkez kérdések a szamviteli csalas kockazatanak érsdkeléiranyulnak a kordbbiakban
bemutatott csaldsi kockazat értékelési modszepresé

FR (Csalési kockazat, Fraud risk) = Rl x RA x RO xRSP
(a roviditések magyarazata alabb talalhatd)

Az esettanulmanyban megismert Ugyfél informéacidladenti iranymutatdsok alapjan végezze el az
alabbi kockazatbecslést! A valaszaiban 0.00 — &52@tti skalan jeldlje értékitéletét.

0.00: 0 % egyaltalan nem valdséia csalas megjelenése.
0.50: 50 % esély a csalas megjelenésére, amelnkBgypénzfeldobas valoszseégével
1.00: 100 % esély a csalads megjelenésére.

(0,00 és 1.00 kozott barmely szamot megjeldlhet)

7. Csalas elkovetésére iranyulé 6sztok vagy nyomas jelenlétének kockazata (RI).Annak a
kockazata, hogy a véllalat veéetsztondzve vagy kényszeritve vannak arra, hoggzeiélést
kovessenek el.

Rl =
8. Indoklas / attitiid kockéazat (RA): Annak kockazata, hogy a elkdéktmoralisan igazolni tudjak
sajat maguk szamara az altaluk elkdvetett visszgélélamint a csalasra valé hajlamot tamogat6
attitiddel rendelkeznek.

RA =

9. A lehetéség kockazata (RO). Annak kockézata, hogy a vedlkttalalnak megfelél lehetiséget
arra, hogy visszaélést kovessenek el.
RO =

10. Csalési kockazat (FR: Szamitsa ki a csalasi kockazatot a csalasi katkaodel (FR = Rl x RA x
RO x RSP) valamint a 7 — 9. pontokban becsiilt ékdlegitségével!! Elien azzal feltételezéssel,
hogy semmilyen specidlis eljarast nem folytatqtaleaz RSP=100 %.

Csalasi kockazat (FR) = RIXRAXRO XRSP = ( )X ( ) X( ) X(1.0) =

11. Specidlis eljarasok kockazata (RSP)ételezzik fel, hogy 5 % (FR =5 %) szinten sze&réamtani

a csalasi kockazatot annak érdekében, hogyéstis nélkili kdnyvvizsgaldi jelentést tudjon
kibocsajtani. A 7 -9. pontokban meghatarozott é@tedegitségével szamitsa ki annak a kockazatét, hog
a specidlis eljarasok nem tarjak fel a jebsntezebi visszaéléseket.

RSP = FR _ 0.05 _
RIXRAXRO  ( )x( x( ) ——

122



