AUDITING AS A TOOL FOR FRAUD RISK ASSESSMENT IN COMMERCIAL BANKS

(CASE STUDY OF SELECTED COMMERCIAL BANKS IN ILORIN KWARA STATE)

ABSTRACT

With an upsurge in financial accounting fraud in the current economic scenario experienced, financial accounting fraud detection has become an emerging topic of great importance for academic, research and industries. In this age of high technology, fraud investigators can no longer be satisfied with just auditing or accounting skills, these investigators should be trained as forensic accountants and this training should include an extensive knowledge of accounting information. Despite the independence of auditors, fraud is still in the increase and most organizations has internal control system that checkmates the operations of  the organization but fraud still exist within the organization. In order to protect our banking sector, it is crucial to examine the level of assessment of fraud risk with respect to financial statement audits. The study is on auditing as a tool for fraud risk assessment in commercial banks within Kwara State.The researcher employed both primary and secondary data in collection of information, and correlation analysis for testing of hypothesis, SPSS package was also used for analysis of questionnaire. It is therefore required to note some areas of improvement that, The organization should put in place policies and procedures that will help in reducing fraud and also provide Conducive working atmosphere must be ensured for staff members.
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CHAPTER ONE

INTRODUCTION

1.1 BACKGROUND OF THE STUDY
The recent global financial crisis, which had its roots in the banking sector, highlighted, except from the existing regulatory gaps, the lack of proper and efficient internal audit functions within the banking institutions in order to mitigate the resulting negative effects. The burst of the credit crunch and the following financial recession resulted in the dramatic increase of bank frauds all over the world, a fact that strengthened the need for the implementation of internal audit techniques.

Moreover, the internal audit function plays a crucial role in the ongoing maintenance and assessment of a bank’s internal control, risk management and governance policies thus, adding value and assisting in the achievement of the management’s goals.

In the intermediation, banks mobilize savings from the surplus units of the economy and channel these to the deficit units, particularly private business enterprises for the purpose of expanding their productive capacity (Adeyemo, 2012). Levi (2001), asserts that corporate financial scandals in the USA such as Enron and Tyco debacles send shockwaves in the corporate world, regulatory authorities, audit fraternity and the economic world society at large. These have led to the erosion of investor confidence in the financial markets.

The incidence of fraud and misappropriation of funds in recent time poses a threat accounting profession because of its perennial nature.  This has resulted to questions as to whether accountants actually play any significant role towards the attainment of accountability and prevention of fraud especially that which is currently happening in our major or key financial institutions.

With an upsurge in financial accounting fraud in the current economic scenario experienced, financial accounting fraud detection has become an emerging topic of great importance for academic, research and industries. In this age of high technology, fraud investigators can no longer be satisfied with just auditing or accounting skills, these investigators should be trained as forensic accountants and this training should include an extensive knowledge of accounting information.

Fraud imposes numerous costs to organizations that experience it. The banks might suffer loss in terms of monetary, reputation, human capital as well as the exposure to the risk of bankruptcy. In a wider scope, fraud does not only threaten our country’s economic condition with the loss of investors and resources, but it is in fact endangers the serenity and political stability of the nation. Nevertheless, while banks are active in the quest to reduce costs of fraud, it is important to make sure that they do not immensely deteriorate the effectiveness of current functioning key fraud controls.

Having committed a large sum of funds and resources as a shareholder to financial institutions, the expectation is to generate a high level of profitability but this has been thwarted by the high index of fraud perpetrations in the industry. Financial statements produced can no longer be relied upon except audited.

1.2 STATEMENT OF THE PROBLEM

Fraud is a challenge in organizations regardless of which type. Research has shown that inability of assessing fraud risk with accuracy can cause fraud not being detected, also improper recording of financial statement have accounted for the rise of irregularities and some acts usually perpetrated by some staff and members of management in a financial institution (Olowookere, 2001).

Furthermore, despite the independence of auditors, fraud is still in the increase and most organizations has internal control system that checkmates the operations of  the organization but fraud still exist within the organization. In order to protect our banking sector, it is crucial to examine the level of assessment of fraud risk with respect to financial statement audits.

1.3 OBJECTIVES OF THE STUDY

The main objective of this research work is to evaluate audit as a tool for fraud risk assessment in a financial institution.

The specific objectives are stated as follows:

i. Determine whether independence of auditors reduces fraud risk.

ii. Evaluate the effect of managerial integrity in reduction of fraud risk.

iii. Examine internal control framework in reducing fraud risk.

iv. Identify the constraint faced in minimizing fraud risk in commercial banks.

v.  Suggest possible recommendation for auditors in combating fraud risk in commercial banks.

1.4 RESEARCH QUESTIONS

The following research questions were answered based on the stated objectives of the study.

i. Does the independence of auditors reduce fraud risk?

ii. What is the effect of managerial integrity in reduction of fraud risk?

iii. What are the internal control frameworks in reducing fraud risk?

1.5  HYPOTHESES OF THE STUDY

Based on the research questions and for the purpose of this study, the following hypotheses were formulated.

Ho1: Independence of auditors has no significant relationship with fraud risk reduction.

Ho2: There is no significant relationship between managerial integrity and fraud risk reduction.

Ho3: Internal control framework does not significantly correlate with fraud risk reduction.

1.6 JUSTIFICATION OF THE STUDY

The impact of auditing in the assessment of fraud risk cannot be over emphasized. As such a lot of research works have been carried out on it both internationally and nationally which include assessment of the adequacy of external auditing in disclosing fraud in Nigerian commercial banks (Zachariah, Musa & Ibrahim, 2012), however the researcher is not aware of any research work carried out on this topic in Kwara State. This research will be of significance to the banking sector in Ilorin, Auditors and students who are willing to carry out further research in this area.

1.7 SCOPE OF STUDY

The study is on auditing as a tool for fraud risk assessment in commercial banks within Kwara State. However, due to time and financial constraint, the study focused on some selected banks within Ilorin metropolis, Kwara State, Nigeria.

1.8. DEFINITION OF TERMS

1. Auditor:  Auditor is a qualified accountant who also passed a professional examination. Such a person must be of good conduct and have a vast knowledge and able to understand a practical business, endeavor always to grasp the technicalities and business, methods of any concern whose account he undertakes to audit.    

2. External Audit: This is an audit carried out by an independent person who is not an employee of the enterprise.

3. Audit:  Audit can be define as the independent examination of a financial statement and expression of opinion on the financial statement of enterprise by an appointed auditor in pursuance of that appointed and in compliance with any relevant statutory obligation.

4. Objectivity: refers to the need to maintain impartial judgment (e.g. not developing analysis to support a decision that the accountant knows is not correct.

5. Qualified Opinion report is issued when the auditor encountered one of the two types of situations which do not comply with generally accepted accounting principles, however the rest of the financial statements are fairly presented.

6. FRAUD is an act or course of deception, deliberately practiced to gain unlawful or unfair advantage; at the detriment of another, it is also defined as a conscious premeditated action of a person or group of persons with the intention of altering the truth and or fact for selfish personal monetary gain

7. FORENSIC AUDITING: as the utilization of specialized investigative skills in carrying out an enquiry conducted in such a manner that the outcome will have application to the court of law.

8. TRADITIONAL AUDITOR or statutory auditor is appointed to carry out statutory audit.

CHAPITER TWO: 

LITERATURE REVIEW

2.1
Introduction 


This research is concerned on the auditing as a tool for fraud risk assessment in commercial banks. The auditor has the responsibility for the prevention, detection and reporting of fraud, other illegal acts and errors is one of the most controversial issues in auditing, and has been one of the most frequently debated areas amongst auditors, politicians, media, regulator and the public.


Fraud according to Adeniji (2004:3$4), is an intentional act by one or more individuals among management, employees or third parties. Which results in a misrepresentation, concealment, or omission of the truth for the purpose of deception/manipulation to the financial detriment of an individual or an organization which also includes embezzlement, theft or any attempt to steal or unlawful obtain, misuses or harm the asset of the organization.

2.2 The Concept of Auditing


There are various definitions of auditing as specified by different auditors and these can be seen below;


The report of the committee on basic auditing concept of the American Accounting Association (Accounting Review Vol. 47) defined as; “A systematic process of objective, obtaining and evaluating evidence regarding assertions about economic actions and events to ascertain the degree of correspondence between those assertions and established criteria and communicating the result of interested. 


Auditing is also defined by James Locebbeche (1983) as “the process by which a competent, independent person accumulate and evaluate evidence about quantifiable information relating; to specific economic entity for the purpose of determining and reporting on the degree of correspondence between the quantifiable information and audit established criteria”.


American Institute of Certified Public Accountant (A.LC.P.A) gives the main objectives of financial audit as the objectives of the ordinary examination of financial statement by the independent auditor in the expression of an opinion on the fairness with which they present financial position result of operations and changes in financial position in conformity with general accepted accounting principles.


Walter defines auditing as “examination of the book of accounts and vouchers of a business, as it will enable the auditor to report whether he is satisfied that the balance sheet is properly drawn up so as to give a true and fair view of the state of affairs of the business and that profit and loss and source and application of fund for the financial period according to the best of information and explanations given to him and as shown by the books and if not to report in what area he is not satisfied.
2.3 
Internal Audit


Historically, internal auditing operates on the business scenes much later than auditing by public accountants. The motives for its emergence was the extended spam of control and general management of an organization, the extended spam of control and general management of an organization faced by chief executives of such business concerns in employing from wider areas. 
Fraud, misappropriation and improper maintenance of accounting records were the problem that was encountered due to the growth in volume of activities. Therefore, the need to provide auditing services on internal basis because there was an internal approach to the above mentioned problems.


The internal auditors become conversant with the organizations procedures, problems and the work can be carried out on a continuous basis rather than once a year when outside auditing services were required. The term internal auditing as a social subject is centered on various definitions and interpretations while some view it as “management control”. Others interpret it as “review of operation within an industry with a view to maintaining internal check” but for the purpose of the research work, it aimed at identifying the contribution of auditing work in assisting management to attain its management functions.


Internal auditing is defined according to the institute of internal audit or (HA) 49 as “independent appraisal function established with an organization to examine and evaluate it activities as a service to the organization.


Internal auditing engages in the whole phase of an organizations operation so that the auditors will be of service to the management. In this regard, the audit staffs of the organization have full knowledge and understanding of their employees operations. In carrying out their functions they must have the following as their primary objectives as promised by Ogunyi (1992).


“A systematic process of objectivity, obtaining and evaluating evidence regarding ascertain the degree of correspondence between those assertions and established criteria and communicating the result to interested users”.


Internal audit is also defined by Taylor an “an independent examination of the financial statement of an organization been carried out by an employee’.

Evaluation


In order to achieve the best internal control system through proper adequate, current information system and protection of an establishment from losses due to theft, fraud, embezzlement or carelessness, audit is an evaluation technique to use.


In view of the prevailing economic situation, the effectiveness which auditors will perform in the evaluating function rest with the management to employ highly qualified and trained staff.
Compliance


The internal auditor has to follow up such management policies, plan, procedures, guidelines or controls measures which are not been functional or useful during evaluation of any procedures jn a public establishment. The auditor has to make enquires, observations and examination to satisfy himself that all the laid down rules and contact procedures have been adequately compiled with compliances beneficial to the manger who control very large establishment with a wide range of branch network of activities.
2.4
Responsibility and Authority


Mamana (1988) explains the responsibility of any internal auditor in as establishment should be clearly established by the management policy. The authority and power of an internal auditor depends on the management and the level of the internal auditor in the management structure. The related authority should provide the internal auditor full access to the entire establishment records properly and personal relevant to internal basis because there was an internal approach to the above mentioned problems.


The internal auditors became conversant with the organizations procedures, problems and the work can be carried out on a continuous basis rather than once in year when outside auditing services were required.


The term internal auditing as a social subject is canter on various definitions and interpretation while some view it as “management control” others interpret it as “review of operations within an industry with a view to maintaining internal check” but for the purpose of the research work, it aimed at identifying the contribution of auditing work in assisting management to attain its management functions.


Internal auditing engages in the whole phase of an organizations operation as that the auditors will be of service to the management In this regard, the audit staffs of the organizations have foil knowledge and understanding of their employees operations. In carrying out their functions, they must have the following as their primary objectives as promised by Ogunyi, (1992).

Reviewing the reliability and integrity of financial and operating information and the means used to identify measure, classify and report such information.

Promoting effective control through the organization at reasonable cost.

Ascertaining the degree to which company assets are accounted for ay staff guarded from all possible losses.

Reviewing the quality of performance in carrying out assigned responsibility.

Reviewing operations or programs to ascertain whether the results are consistent with establishment objectives and goals, and whether the operations or programs are being earned out as planned.

Ensuring the extent of compliance with established management policies, plans and procedures.


The overall activity of internal auditing is therefore centered on verification, evaluation and compliance. The three essentials of internal control system as specified by Okolo, (1991) are;

Plan of Organization


To functions properly any establishment should be grouped into section or divisions dealing with various aspect of the organization, the duties, responsibilities, authority and accountability of each division or section and of each individual will be clearly spelt out and documented. The line of communication both upward and downward in the establishment must be clearly set out and every section or function will have a specific person who might be called a responsible officer. For example, petty cash should be kept and entrusted to particular person and could be called up to account to answer questions in respect of that peculiar function.

Internal Check


An internal check is defined by Okolo (1991) as “the aggregate of the check and balances imposed on the day to day transaction in an establishment where by the work of one person is verified independently or is complementary to the work of another. The objectives being the prevention or early detection of error and frauds”.


This aspect of internal control is concerned with the prevention and early detection of errors and fraud involved he arrangement of duties in such a way as to ensure that; 

One person alone does not see a transaction thoroughly from the beginning to the end.
Responsibility and Authority of Internal Auditor


Mamana (1988) explains that; the authority and power of an internal auditor depend on the management and the level of the internal auditor in the management structure. The related authority should provide the internal auditor with full access to all of the establishment records properly and personal relevant to the subject under review. He (the internal auditor) should be free to review and appraise plans, procedures and all financial records. The responsibility of the internal auditor includes the followings;

To inform and advice management, and to discharge his responsibilities in a manner that s consistent with the code of ethics of the institution of internal auditors.

To coordinate his activities with others, so as to achieve his objectives and that of the management only then the auditor will be able to assess the full extent of the internal control and be able to aid the management accordingly.
2.5
Power of the Auditor to the Conduct of Investigation


According to section 88 of the constitution, the national assembly or each state house of assembly shall have the power by resolution, published in it journal or in the gazette of the government of the federation to direct or course to be directed on investigation in to;


Any matter or things with respect to which it has power to make laws, and the conduct of affair of any persons authority, ministry of government department charged with die duty of, or responsibility for;


Executing or administering laws enacted by the national assembly and disturbing or administering money appropriate or to be appropriated by the national assembly or house of assembly (as the case may be).


The power conferred on the national or house of assembly under the constitution is exercisable only for the purpose of enabling them to make laws with respect to any matter within it legislative competence and to correct any defects in existing laws; prevent and expose corruption inefficiency or was in the execution or administration of funds appropriated by them. The investigators according to section 78 if the 1999 constitution, shall have the power to procure all such evidence, written or oral, direct or circumstance as they may think necessary or desirable and to examine all persons witnesses whose evidence may be material or relevant to the subject matter, requires such evidence to given on oath.


Summon any person in Nigeria to give evidence at any place or produce any document or other things in his possession or under his control; subject o all just exceptions and issue a warrant to compel the attendance of any person who after have been summoned to attend, fails, refuses or neglects to the satisfaction of their house of the committee or investigation in question.

2.6
Internal control basis of auditing work


The term internal control was defined by the consultative committee of accounting bodies; in the United Kingdom (1998) as: “the whole system of control, financial and otherwise established by the management in order to carry on the business of the enterprise in an orderly and efficient manner. Safeguard the assets and secure as far as possible the completeness and accuracy of the records'.


It is concerned with the operation of control measure in every area of the company’s activities as well as with the way in which individual control interrelated.


Management will have to use its judgment as to exactly why controls are appropriate in a particular establishment and indeed to the individual control will vary between establishments, from one part of an establishment to another.


The two (2) essentials of internal control system as specified by Okolo (1991) are;
Techniques of Auditing


Commenting on the role of auditing (synonymous) with frauds detection and or prevention in a seminar titled “The role of internal auditors in a public organizations (establishment) . Wada (1987) enumerated two aspects of auditing that of routine checking and vouching".


They emphasized that more routine, checking of an audit, as role will discover only clerical errors and very simple frauds. He went further to reveal that routine checking must be done thoroughly and intelligent. This part of audit is often caused out by the junior member of staff who must clearly know what pan of checking which they are


Engaged in play to a management and what likely error* or fraud* that might take place are:


On vouching, Wada was of the view that the aim of vouching is to ensure that the underlying record actually reflects the nature of the transaction entered into vouching, therefore, involves the examination of documentary evidence necessary to authenticate and support their records of transactions practices such as examination will primarily establish too.
2.7 
Concept of Fraud


Fraud may be defined as irregularities involving the use of criminal deception to obtain unjust or illegal advantages.

According to B.N Okezie, Fraud and other irregularities is used to refer to as:

Fraud which involves the use of deception to obtain an unjust or illegal financial advantages.

Intentional misstatement in or omission of an amount or disclosure from an entities accounting records or financial statement.

Theft as defined by act whether or not accompanied by misstatement of accounts records in financial statement.


Fraud is used to describe any form of embezzlement, cheating and misappropriation of physical cash or any form of asset, it is an intentional act of cheating, deceit and falsification, the objective of which is to gain a dishonest advantages by reducing the assets of the victims.


Legally speaking, fraud is the making of false statement of facts with the knowledge of its falsifier or with reckless indifference as to its truth with the intention that are listener relies.
Classification of Fraud

Walter (1972) categories fraud into two classes:

Defalcation involving either misappropriation of money or goods.

The fraudulent manipulation of accounts not involving defalcation. As regards to the first class, the auditor explained that, the opportunities of committing fraud are so frequent where the accounting staffs are not subject to any form of check and the method necessary to conceal it is so simple.


Defalcation involves misappropriation of goods or cash (it varies according to the nature of goods, business, or activities carried out by the establishment).


This aspect of internal control is concerned with the prevention and early detection of error and fraud involved in the arrangement of duties in such a way as to ensure that;

One person alone does not see a transaction thoroughly from the beginning to the end.

The work of each person upon a task is subject o all independent check in the course of another's duties.

Functions under segregation of staff duties include;


Custody


There should be separation of custodial function with accounting records. The person who keeps the assets will not be the one to have custody of the goods. He writes up his bin cards from the store ledgers that are kept with somebody else in the accounts department


Authority


This is to ensure that, any payment or use of the organizations facilities are property authorize and for the benefits of the organization, all transaction must require authorization and limit of authority of the organization.
2.8
Detection of fraud


Fraud detection is recognition of the symptoms of fraud where no previous suspicion exists. The objectives being to assist the establishment in ensuring a healthy and profitable organizational environment by stopping fraudulent losses and generally to prevent fraud.


It is the opinion of the writer that fraud can never be eliminated completely in our society, but who certain elements of control exists and degree of honesty, the occurrence of fraud can at least be reduced.


Measures taken to prevent fraud are often mistakenly seen as some measures taken to detect it, prevention and detection of fraud are two separate management actions taken to prove the existence and to step further occurrence of frauds.


As earlier pointed out, detection of fraud means conforming the signs of fraud where no one exists previously. Therefore, the two management actions should be similar. The detection of fraud varies according to the types of fraud.
2.9
Detection of Management Fraud


Fraud can be detected by exhaustive and systematic checking by the internal auditors in the books. When the following things occur then the auditor will know that situation conducive for fraud exists.


When the affairs of the establishment is dominated by only one person or a one- man affairs.


When important transactions occur between the organization and its key officers


It has however, been established that no internal control system, no matter how elaborate, can by itself guarantee efficient administration and the completeness and accuracy of the record, and it can be proof again & t fraudulent collusion especially on the part of those holding positions of highly authority and trust internal control system, which depends on segregation of staff duties, can be abused by collusion and authorization; the person whom such authority is vested can abuse it Management is in a fraudulent position to override controls, which it has by itself established, also human error due to errors of judgment can also undermine the effective operations in internal controls.
2.8 Problems of Frauds


Fraud has become a household commodity all over the country. It exists in different forms and its diffusion in every aspect of human endeavor and cannot be quantified.


Fraud stories are dished out in Nigeria through media houses, newspaper, magazine, television stations and radio houses. Those we hear and reach through these media are the official and suspected ones. Those, which emanate through rumor and are known within a circle but which also, can adversely affect the economy. Armed robbery, theft, bank fraud, kick back and forward looting, swindling and bribery in government and commercial organization have become common thing in the country today. 
The growing problem of fraud in the public establishment is one of the major causes of our present economic problems in the country.


The minister of Trades Memorandum (Vol. 114 pg, 1995) state on 18th February, 1990, that the police arrested certain members of the staff of the company affairs registry for suspected fraudulent practices involving a substantial loss of public funds.


The internal audit unit of the ministry has already carried out a sample check of the system of internal audit control with the registry and discovered some weakness including dubious tactics adapted by the registry staff for this existence.


The growing problems in our society deserve a serious attention. The present predicament in our country is caused by management inefficiencies or simply because the management itself is corrupt, arbitrarily abuse of officers in the public establishment and above all our leaders have not set any good example, however the internal and external auditors on other hand cannot be exonerated from contributing to the collapse of the nation’s economy.


A solution must be found to this problems otherwise financial responsibility of some of our public officers and their private counterparts will continue to cause further depression on the economy.
2.9
General procedures of detecting Fraud


The following procedures need to be follow by an auditor while investigating to detect the occurrence of fraud:

Obtain a written term of reference from the organizations or committee or whatever with dear definition of scope and limitation.

Obtain all the relevant data which will assist in detecting the fraud.

Ascertain the role and responsibility of any suspected person^, this include:

The record he/she has access to.

His/her authority limit/authorization approval custody.

Academic and professional qualification.

Other subjective factors e.g. religion, parental background.

Examine approach records, for the validity of entries as well as the correctness and completeness of such entries.

Verify the assets and liabilities that are most likely to have been affected by the fraud.

Interrogate the suspects at least in the presence of one independent person. The questions to be asked should be very tactful and logical.

Summaries the findings and recommendations, and report to the relevant authority for appropriate actions.

2.10
Detection of Non-Management Fraud


When the following exists then a condition suitable registry for non - management fraud also exists.

Where there is no proper separation of duties.

No complete people to run the account section.

Where the internal control system is weak and is lagging behind requirement


The above classes of frauds can be detected in the following ways; (i.e. management and non-management fraud)

Through information supplied by specific employees.

Through routing audit.

Through confession of defaulting staff.

Through some other parties.

Investigations.

Observation and surveivance.

Target investigation.

2.10
Prevention of Fraud


This often includes the steps to be taken to at least reduce the occurrence of fraud, because the steps taken are not meat to completely eliminate fraud prevention of fraud can be impossible due to collusion but the auditors can recommend improvement in the existing accounting system that will minimize the possibilities of fraud.

To prevent frauds the following suggestion are given below;

The organization will try an much as possible to remove the motivational situation factors that cause fraud. This can be done by ensuring the staff welfare to ensure prompt payment of all their entailment, make advances to employees to deviate some of their problems.

Long sound financial regulations, which will stipulate that, any employee who becomes aware of irregularities involving cash, stores and other assets anywhere in the organization shall report such mater to the head of department immediately.

There should be proper division labor among employers to allow registry for proper functioning of the automatic checks and balance. No employee shall be allowed to carry a transaction from the beginning to the end without intervention by another employee.

Employ competent person to run the account section.

Ensure that goods on display in the store are properly recorded in the stores ledgers.

Conduct stocking to ensure that the physical stock agreed with the balance shown in the ledger.

Circularization of debtor, the circulars should be issued to debtors confirming the amounts and prevention of teeming and lading.

Ensure that the internal control procedures as laid done by the management are strictly adhered to.

Separate the duties of the stock clerk. One should be in charge of the physical stock of goods while be in charge of the physical stock of goods which the other should take care of the store records.


Most errors may be committed deliberately or unwillingly and are likely to affects the accounts deliberately. If intentionally of accounts. On the other hand, they may arise quite unintentionally due to lack of proper knowledge of the accounts of an establishment by the accounting staff. It is therefore, imperative that the internal auditors should posses a wide knowledge of accounting and also accepted basic principles. If they (internal auditors) are to detect such error, they must make an exhaustive vouching checking and investigation.


Moreover, incorrect allocation of expenditure between capital and revenue, valuation of stock and assets on an incorrect basis, the inadequate provision for depreciation and bad debts, teeming and lading inaccurate or incomplete transaction document or very poor internal control system are some of the errors and problems which ultimately affect the good performance of internal auditors in discharging their obligations.
Error of Commission


An error of commission is an error arising from doing something in a wrong way. This is made up of;

Error of principle and 

Clerical error, already discussed
Error of omission 


An error of emission will arise when an entry is omitted completely from the accounts, It will not take much exercise of imagination to appropriate. This type of error is very difficult to discover and is only discovered in the most obvious cases.
Compensation Error


Compensation error cancels each other. This type of error also cannot be discovered easily expect an in - depth checking of the records is employed.
Error of Duplicating


This arises where no entry of a particular transaction in a book of prime entry has been entered twice and doubly posted wrongly. Error of this nature, unless previously revealed by any office or customers concerned, should be discovered during the ordinary routine checking of the books.

CHAPTER THREE

RESEARCH METHODOLOGY

3.1
INTRODUCTION


In this chapter, we described the research procedure for this study. A research methodology is a research process adopted or employed to systematically and scientifically present the results of a study to the research audience viz. a vis, the study beneficiaries.
3.2
RESEARCH DESIGN

Research designs are perceived to be an overall strategy adopted by the researcher whereby different components of the study are integrated in a logical manner to effectively address a research problem. In this study, the researcher employed the survey research design. This is due to the nature of the study whereby the opinion and views of people are sampled. According to Singleton & Straits, (2009), Survey research can use quantitative research strategies (e.g., using questionnaires with numerically rated items), qualitative research strategies (e.g., using open-ended questions), or both strategies (i.e., mixed methods). As it is often used to describe and explore human behaviour, surveys are therefore frequently used in social and psychological research.
3.3
POPULATION OF THE STUDY


According to Udoyen (2019), a study population is a group of elements or individuals as the case may be, who share similar characteristics. These similar features can include location, gender, age, sex or specific interest. The emphasis on study population is that it constitute of individuals or elements that are homogeneous in description. 


This study was carried out to examine auditing as a tool for fraud risk assessment in commercial banks. Selected commercial banks across Kwara state form the population of the study.
3.4
SAMPLE SIZE DETERMINATION

A study sample is simply a systematic selected part of a population that infers its result on the population. In essence, it is that part of a whole that represents the whole and its members share characteristics in like similitude (Udoyen, 2019). In this study, the researcher adopted the convenient sampling method to determine the sample size. 
3.5
SAMPLE SIZE SELECTION TECHNIQUE AND PROCEDURE

According to Nwana (2005), sampling techniques are procedures adopted to systematically select the chosen sample in a specified away under controls. This research work adopted the convenience sampling technique in selecting the respondents from the total population.
In this study, the researcher adopted the convenient sampling method to determine the sample size. Out of all the entire population of the banks in the state, the researcher conveniently selected 120 out of the overall population as the sample size for this study. According to Torty (2021), a sample of convenience is the terminology used to describe a sample in which elements have been selected from the target population on the basis of their accessibility or convenience to the researcher.
3.6 
RESEARCH INSTRUMENT AND ADMINISTRATION

The research instrument used in this study is the questionnaire. A survey containing series of questions were administered to the enrolled participants. The questionnaire was divided into two sections, the first section enquired about the responses demographic or personal data while the second sections were in line with the study objectives, aimed at providing answers to the research questions. Participants were required to respond by placing a tick at the appropriate column. The questionnaire was personally administered by the researcher.
3.7
METHOD OF DATA COLLECTION

Two methods of data collection which are primary source and secondary source were used to collect data. The primary sources was the use of questionnaires, while the secondary sources include textbooks, internet, journals, published and unpublished articles and government publications.
3.8
METHOD OF DATA ANALYSIS

The responses were analysed using the frequency tables, which provided answers to the research questions. Chi- square statistic is used to test the hypothesis.
3.9
VALIDITY OF THE STUDY

Validity referred here is the degree or extent to which an instrument actually measures what is intended to measure. An instrument is valid to the extent that is tailored to achieve the research objectives. The researcher constructed the questionnaire for the study and submitted to the project supervisor who used his intellectual knowledge to critically, analytically and logically examine the instruments relevance of the contents and statements and then made the instrument valid for the study.
3.10
RELIABILITY OF THE STUDY

The reliability of the research instrument was determined. The Pearson Correlation Coefficient was used to determine the reliability of the instrument. A co-efficient value of 0.68 indicated that the research instrument was relatively reliable. According to (Taber, 2017) the range of a reasonable reliability is between 0.67 and 0.87.
3.11
ETHICAL CONSIDERATION

The study was approved by the Project Committee of the Department.  Informed consent was obtained from all study participants before they were enrolled in the study. Permission was sought from the relevant authorities to carry out the study. Date to visit the place of study for questionnaire distribution was put in place in advance.
CHAPTER FOUR

DATA PRESENTATION AND ANALYSIS

This chapter presents the analysis of data derived through the questionnaire and key informant interview administered on the respondents in the study area. The analysis and interpretation were derived from the findings of the study. The data analysis depicts the simple frequency and percentage of the respondents as well as interpretation of the information gathered. A total of hundred and twenty (120) questionnaires were administered to respondents of which 100 were returned. The analysis of this study is based on the number returned.

4.1
DATA PRESENTATION
Table 1: Gender Distribution of Respondents

	Gender
	Frequency
	Percentage

	Male
	48
	48%

	Female
	52
	52%

	Total
	100
	100.0%


Source: Author’s Computation from Field Survey 2022

The table above shows the gender distribution of respondents. 48% of the respondents were male and the remaining 52% were female. Thus, female respondents were slightly higher than their male counterparts.

Table 2: Age Distribution of Respondents
	Age
	Frequency
	Percentage

	20-30 years
	24
	24%

	31-40 years
	47
	47%

	Above 40 years
	29
	29%

	Total
	100
	100.0%


Source: Author’s Computation from Field Survey 2022

The table above shows the age distribution of respondents. 24% of the respondents are between the age bracket of 20-30 years; 47% which constituted the majority are between the age bracket of 31-40 years and 29% are above 40 years.

Table 3: Marital Status of Respondents
	Marital Status
	Frequency
	Percentage

	Single
	13
	13%

	Married
	87
	87%

	Total
	100
	100.0%


Source: Author’s Computation from Field Survey 2022

The table revealed the marital status distribution of respondents. Majority of the respondents, which constituted 87% are married while the remaining 13% respondents are unmarried.

Table 4: Educational Qualification of Respondents
	Qualification
	Frequency
	Percentage

	SSCE
	11
	11%

	HND/B.Sc
	80
	80%

	M.Sc/PhD
	9
	9%

	Total
	100
	100.0%


Source: Author’s Computation from Field Survey 2022

The table revealed the educational qualification of respondents. 11% of the respondents are SSCE holders, 80% of them, which formed the majority, are HND/B.Sc holders and 9% are M.Sc/PhD holders.

Table 5: Position of Respondents
	Position
	Frequency
	Percentage

	Manager
	12
	12%

	Accountant
	31
	31%

	Auditor
	26
	26%

	Cashier
	24
	24%

	Others
	7
	7%

	Total
	100
	100.0%


Source: Author’s Computation from Field Survey 2022

Table 5 unveiled the distribution of position of respondents. 12% are managers, 31% are accountants, 26% are auditors, 24% are cashiers and 7% are mostly administrative staff.

ANSWERING RESEARCH QUESTIONS

Question 1: Does the independence of auditors reduce fraud risk?

Table 4.2: Respondent on question 1

	Options
	Frequency
	Percentage

	Yes
	78
	78

	No
	00
	00

	Undecided
	22
	22

	Total
	100
	100


Source: Field Survey, 2021
From the responses obtained as expressed in the table above, 78 respondents constituting 78% said yes. While the remain 22 respondents constituting 22% were undecided. There was no record for no.

Question 2: What is the effect of managerial integrity in reduction of fraud risk?

Table 4.3: Respondent on question 2

	Options
	Frequency
	Percentage

	Positive 
	60
	60

	Negative
	19
	19

	Undecided
	21
	21

	Total
	100
	100


Source: Field Survey, 2021
From the responses obtained as expressed in the table above, 60 respondents constituting 60% said positive. 19 respondents constituting 19% said negative. While the remain 21 respondents constituting 21% were undecided.

Question 3: What are the internal control frameworks in reducing fraud risk?

Table 4.4: Respondent on question 3

	Options
	Frequency
	Percentage

	COSO
	56
	56

	CO BIT
	21
	21

	Undecided
	23
	23

	Total
	100
	100


Source: Field Survey, 2021
From the responses obtained as expressed in the table above, 56 respondents constituting 56% said COSO. 21 respondents constituting 21% said COBIT. While the remain 23 respondents constituting 23% were undecided.

TEST OF HYPOTHESIS

Hypothesis One: Independence of auditors has no significant relationship with fraud risk reduction.

Table 4.2.2: Chi-Square test showing relationship between Independence of auditors and fraud risk reduction

	
	Value
	df
	Asymp. Sig. (2-sided)

	Pearson Chi-Square
	19.284a
	2
	.000

	Continuity Correctionb
	17.931
	2
	.000

	Likelihood Ratio
	19.894
	2
	.000

	Fisher's Exact Test
	
	
	

	Linear-by-Linear Association
	19.178
	2
	.000

	N of Valid Cases
	100
	
	


DECISION RULE: 

X2 = 19.284, df (c-1, r-1) = 2, n = 100, p = .000 at 0.05 level of significance. 

The relationship between Independence of auditors and fraud risk reduction was investigated using Chi-Square Test. The result from this investigation proved that there is a significant relationship between Independence of auditors and fraud risk reduction. 

Hypothesis Two: There is no significant relationship between managerial integrity and fraud risk reduction

Table 4 Chi-Square test result showing relationship between managerial integrity and fraud risk reduction

	
	Value
	df
	Asymp. Sig. (2-sided)

	Pearson Chi-Square
	94.550a
	2
	.000

	Continuity Correctionb
	91.525
	2
	.000

	Likelihood Ratio
	119.828
	2
	.000

	Fisher's Exact Test
	
	
	

	Linear-by-Linear Association
	94.033
	2
	.000

	N of Valid Cases
	100
	
	


DECISION RULE: 

X2 = 94.550, df (c-1, r-1) = 2, n = 100, p = .000 at 0.05 level of significance. 

The relationship between managerial integrity and fraud risk reduction was investigated using Chi-Square Test. The result from this investigation proved that there is a significant relationship between managerial integrity and fraud risk reduction. 

Hypothesis Three: Internal control framework does not significantly correlate with fraud risk reduction.

Table 4 Chi-Square test showing relationship between Internal control framework and fraud risk reduction
	
	Value
	df
	Asymp. Sig. (2-sided)

	Pearson Chi-Square
	159.548a
	2
	.000

	Continuity Correctionb
	148.038
	2
	.000

	Likelihood Ratio
	91.463
	2
	.000

	Fisher's Exact Test
	
	
	

	Linear-by-Linear Association
	158.676
	2
	.000

	N of Valid Cases
	100
	
	


DECISION RULE: 

X2 = 159.548, df (c-1, r-1) = 2, n = 100, p = .000 at 0.05 level of significance. 

The relationship between Internal control framework and fraud risk reduction was investigated using Chi-Square test. The result from this investigation established that there is a significant relationship between Internal control framework and fraud risk reduction. 

CHAPTER FIVE

SUMMARY, CONCLUSIONS AND RECOMMENDATIONS:

5.1 Introduction

This chapter summarizes the findings on auditing as a tool for fraud risk assessment in commercial banks, commercial banks in Kwara State as case study. The chapter consists of summary of the study, conclusions, and recommendations.
5.2 Summary of the Study

In this study, our focus was on auditing as a tool for fraud risk assessment in commercial banks, commercial banks in Kwara State as case study. The study is was specifically focused on Determining whether independence of auditors reduces fraud risk; Evaluating the effect of managerial integrity in reduction of fraud risk; Examining internal control framework in reducing fraud risk; Identifying the constraint faced in minimizing fraud risk in commercial banks and suggesting possible recommendation for auditors in combating fraud risk in commercial banks.
The study adopted the survey research design and randomly enrolled participants in the study. A total of 100 responses were validated from the enrolled participants where all respondent are staff of commercial banks in Kwara State.

5.3 Conclusions

With respect to the analysis and the findings of this study, the following conclusions emerged;

This study explores the financial report user’s perceptions of auditor’s responsibilities in detecting fraud. It also investigates the perceived extent of the related audit procedures. The study also aims to ascertain whether the report user’s perception of the auditor’s responsibilities on fraud detection is consistent with the Nigerian Auditing Professions Published Standards.

5.4 Recommendation

Based on the findings the researcher recommends that;

The study fraud that, respondents are very concerned about the problem of fraud in commercial banks. In addition, the results show that respondent’s perception of the official objectives of an audit is incorrect, as they placed a very high expectation on auditor’s duties on fraud prevention and detection. This perception is in sharp contrast with the stated primary objectives of an audit, as stipulated in ISA 200, which merely required auditors to form an opinion on the financial efforts of the company.
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APPENDIX

QUESTIONNAIRE
PLEASE TICK [√] YOUR MOST PREFERRED CHOICE AND AVOID TICKING TWICE ON A QUESTION

SECTION A

PERSONAL INFORMATION

Gender

Male [  ]

Female [  ]

Age 

18-25
[  ]

20-30
[  ]

31-40
[  ]

41 and above [  ]

Educational level

WAEC
[  ]

BSC/HND
[  ]

MSC/PGDE
[  ]

PHD

[  ]

Others………………………………………………(please indicate)

Marital Status
Single
[  ]

Married [  ]

Separated [  ]

Widowed [  ]

Section B
Question 1: Does the independence of auditors reduce fraud risk?

	Options
	PLEASE TICK

	Yes
	

	No
	

	Undecided
	


Question 2: What is the effect of managerial integrity in reduction of fraud risk?

	Options
	PLEASE TICK

	Positive 
	

	Negative
	

	Undecided
	


Question 3: What are the internal control frameworks in reducing fraud risk?

	Options
	PLEASE TICK

	COSO
	

	CO BIT
	

	Undecided
	


