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O ABSTRACT 0O

A risk assessment is a comprehensive review and analysis of a company to determine
where the risks are and the type of corrective actions needed. Such an assessment helps
auditors to target areas with high risks.

Fraud is strategic in nature such that management's propensity to commit fraud is
affected by anticipating audit and the auditor's approach to detecting fraud is affected by
the potential for committing fraud by management.

The thinking involved in a strategic setting such as the detection of financial
statement fraud is based on a game theory, which seeks to predict behavior based on an
individual's best response determined by that individual's motivations and beliefs and their
anticipation of the opponent's likely behavior.

The auditor's consideration of an auditee's response to auditor choices is referred to
as "strategic reasoning".

As a result, financial statement fraud schemes will be developed in a way that
prevents them from detection by the auditor's typical audit approach. And the effective
auditor will use strategic reasoning to effectively detect this fraudulent activity. In other
words, the auditor will perform unexpected procedures and use tests that management has
not seen before.

Keywords: Strategic thinking: The auditor's consideration of an auditee's response to
auditor choices, and act accordingly.
Treadway: National Committee of the fraudulent financial report
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