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Procedures by which Sworn Auditors and Commercial Companies of Sworn Auditors shall Perform Surveying of Bribery during Carrying out of an Audit and Assurance Engagement and, if Necessary, Notify the Corruption Prevention and Combating Bureau
I. General Provisions
1. Bribery is one of the types of corruption, in which unjustified advantages are intentionally offered, promised, or granted to an employee or decision-maker so that he or she would act or refrain from acting in fulfilment of his or her official duties. Types of bribery are as follows:
a) Illegal retrocessions: Illegal retrocession is a bribe paid to an influential person working in an authority, receiving in return a guarantee that the briber will receive advantages from the abovementioned authority.
b) Hidden payments: Undertakings frequently use agents whose assignment is to enter into contracts on behalf of the undertaking, for example, in order to sell goods or services in a foreign market. Hidden payments are a type of bribery when the agent requests or accepts a payment in order to influence such contracts for the benefit of the briber, although the contracting party is not informed about it or has not consented to it.
c) Facilitation payments: Facilitation payments are paid by an undertaking to a public official to ensure that he or she fulfils his or her official duties accordingly or to stimulate him or her to do so.
d) Trading with influence. Trading with influence means that the employee wishes to receive remuneration for exercising his or her influence in order to ensure unfair advantages or service to the payer.
e) Electoral corruption. In individual countries donations, the purpose of which is to promote a candidate or political party, are deemed a violation, if donations are paid with the intent of influencing the election result or to ensure or retain a contract with a State institution.
2. In accordance with Section 28, Paragraph one of the Law on Audit Services (hereinafter – the Law), sworn auditors and commercial companies of sworn auditors shall provide audit services in conformity with the requirements of the international standard on auditing (hereinafter – the ISA) recognised in Latvia.
II. Role of Auditors in Combating Bribery
3. It is laid down in ISA 240 “The Auditor's Responsibilities Relating to Fraud in an Audit of Financial Statements” that the objectives of the auditor are as follows:
a) to identify and assess the risks of material misstatement of the financial statements due to fraud;
b) to obtain sufficient appropriate audit evidence regarding the assessed risks of material misstatement due to fraud, through designing and implementing appropriate responses; and
c) to respond appropriately to fraud or suspected fraud identified during the audit.
The following objectives of the auditor are set out in ISA 250 “Consideration of Law and Regulations in an Audit of Financial Statements”:
a) to obtain sufficient appropriate audit evidence regarding compliance with the provisions of those laws and regulations generally recognized to have a direct effect on the determination of material amounts and disclosures in the financial statements;
b) to perform specified audit procedures to help identify instances of non-compliance with other laws and regulations that may have a material effect on the financial statements; and
c) to respond appropriately to non-compliance or suspected non-compliance with laws and regulations identified during the audit.
4. In accordance with the Law on Audit Services which came into force on 1 January 2017, the Latvian Association of Sworn Auditors shall determine the procedures referred to in Section 33, Paragraph 3.2 of the Law on Audit Services, namely, the procedures, which include an aggregate of measures to be taken by sworn auditors and commercial companies of sworn auditors in order to meet the requirement to submit a written report to the Corruption Prevention and Combating Bureau regarding facts discovered during provision of audit services and during carrying out of assurance engagement and might be related to transfer of financial values, property benefits, or benefits of other nature to a public official in the form of a bribe or related to intermediation in transfer of such financial values, property benefits, or benefits of other nature.
5. Although the main task of an auditor is to identify material errors in financial statements, the auditor has a duty to assess whether the client might be involved in unlawful activities and whether it has introduced appropriate processes and controls for risk management of bribery and performance of questionable payments.
6. Process of carrying out of an audit and assurance engagement in relation to surveying and notification of bribery is described in detail in Annex 1 to these Procedures.
7. Bribes and other corruptive activities are the main infringements related to money laundering. Therefore, when the auditor discovers the signs of such practice, he or she must also look for signs of money laundering and notify the competent institutions according to the Procedures for Execution of the Law On the Prevention of Money Laundering and Terrorism Financing approved by the LACA.
III. Risk Assessment Procedures
8. In carrying out work related to an audit and assurance engagement, the auditor shall assess whether the client displays any of the following external and internal risk factors:
• The client carries out activities in high-risk countries or is related to persons working in such countries.
• The client carries out activities in a high-risk sector, for example, construction work, public utility services, immovable property, land properties, legal services and services to undertakings, oil and gas, extraction of minerals, production of electricity and transport, pharmaceutical products and health.
• The client carries out its activities in a very regulated sector or in a sector, in which permits or licences of a State authority are required.
• Complex or international legal form without an apparent commercial, legal, or tax-related reason.
• The client owns or controls a legal organisation without a commercial purpose or its commercial usefulness is negligible, particularly in case of an offshore organisation.
• Relatives of the owner or high-ranking managers are amongst the transaction contacts or paid employees of the client.
• Politically exposed persons or their relatives are amongst the transaction contacts or paid employees of the client.
• The attitude of the management and the regulations introduced thereby in relation to combating corruption are superficial or non-existent.
• There is a small number or there are no internal control mechanisms, the purpose of which is to discover and prevent corruption (for example, an independent internal audit service).
• Services of consultants and selection of consultations are poorly controlled.
• The client has already been suspected of committing a financial crime or has been criminally prosecuted.
• Attempts to influence the auditor, including by offering a bribe to him or her.
• Attempts to hinder the work related to the audit and assurance engagement, for example, by refusing to answer question or refusing to provide the requested information.
9. On the basis of the risk assessment performed the auditor shall determine the risk level related to bribery according to the following diagram:
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10. After the initial assessment for those clients, which are not included in the low-risk category, the auditor shall determine the type of study to be conducted in relation to controls and procedures of the client as recommended in Annex 2 to these Procedures.
11. If the results of the study confirm that control over bribery risk is appropriate, the auditor shall assess the structure and introduction of procedures and controls for prevention of bribery.
12. If, following the initial assessment as described in Paragraph 8 of these Procedures, the client is to be included in a low-risk group or if the structure and introduction of controls according to Paragraphs 10 and 11 of these Procedures is effective, the further work of an auditor shall be planned and performed as usual by applying an appropriate professional scepticism.
13. If the results of the study confirm that control over bribery risk is not appropriate, further procedures are planned accordingly by including individual additional procedures as described in Chapter IV of these Procedures.
14. The auditor shall report on his or her discoveries to the high management and persons who are entrusted with administering the undertaking in order to inform them regarding the influence of such circumstances on further work extent and to allow to improve the procedures and controls.
IV. Testing
15. If the bribery risk is not appropriately controlled after assessment of the auditor, the auditor shall continue work with an increased professional scepticism, reducing the significance of execution of the procedures to be performed and increasing the selections to be tested.
16. Depending on the type of activity and size of the client the auditor shall perform an in-depth analysis of all manual journal entries performed in the time period in order to determine suspicious transactions and payments.
17. In any case, in further work the auditor shall assess with due diligence and professional scepticism whether the client displays any of the following signs of bribery and fraud:
17.1. Signs related to transactions implemented by the client:
• The identity of the parties involved in the transaction is unclear.
• Contracts have been entered into with undertakings or service providers, which are unexpected or which do not work in the sector of the client for the most part.
• Contracts have been entered into with an undertaking, which belongs to or is managed by a politically exposed person (or a relative of a politically exposed person), particularly if such person has a permission to enter into contracts or to grant permissions in the field of activity of the client.
• Transactions with offshore companies have been performed, particularly if they are located in high-risk countries.
• The client uses intermediaries or consultants who are located in a high-risk country or in a country in which the client does not conduct activity.
• The client uses intermediaries or consultants who have one client only.
• The client participates in a transaction that has taken place with an undertaking registered at the address, at which an offshore service provider has been registered, or at which professional addresses of individual administrators have been registered.
• Large or significant transactions have been implemented with undertakings, which have been founded recently, are not transparent, or are impossible to identify.
• The client issues credit notes (*an opposite concept to an invoice) to such organisations or branches, which are located in high-risk countries.
• Contracts have been entered into or loans have been granted, but there are no supporting documents.
• Contracts have been entered into, but significant points have not been indicated clearly in the documents related thereto, for example, the type of products or services to be supplied, the payment to be made, etc.
• The contracts entered into do not conform to the reality of the transaction (for example, the products supplied or payments made differ from the ones provided for in the contract, and there is no document to clarify this non-conformity).
• Contracts have been entered into, obviously not conforming to any commercial justification, for example, loans or other transactions with particularly favourable or unfavourable conditions.
• Measures not provided for in the contract are implemented (for example, additional payment, etc.).
• Amending of contracts (increasing prices, etc.) without commercial justification.
• Significant conditions differ from other transactions of the client or sectoral norms (for example, purchase of such services or products not regularly used by the client).
• The contract provides for payments with a condition regarding contracts, which will or will not be entered with other parties.
• Procurement procedures are not conformed to (for example, the undertaking has not received estimates from several tenderers although it is the laid down procedure).
• Persons with insufficient qualification hold high positions or there are fictitious employees in the paid personnel of the client.
• The client is unable to explain individual transactions.
17.2. Signs related to cash flows:
• Payments made or received from intermediaries, which are located in other countries, not the ones where the performer of payment or recipient of payment is located.
• Payments, the final destination or origin of which is persons in high-risk countries whose identity cannot be determined, or undertakings, in relation to which the beneficial owner cannot be determined.
• Payments for large amounts, receiving representation services in a high-risk country in return.
• Payments to foreign accounts belonging to private individuals or undertakings, with which there are no business relationship.
• Payments, the purpose of which is to cover expenses for movement or accommodation of politically exposed persons.
• Commissions paid by several transactions to different offshore bank accounts. Payments made to countries where banking secrecy exists and which do not participate in exchange of bank data.
• Payments to bank accounts in other countries, which are not the country of destination.
• Payments to personal bank accounts, not to the accounts of the undertaking.
• Payments to organisations, which have not participated in projects or transactions.
• Payment or receipt of large or frequent and rounded-up amounts.
• Unusual payment approval procedure.
• Payment or receipt of amounts without a written contract or according to unclear or unavailable written contracts.
• Payment of invoices not provided for in contracts.
• Amounts, which are paid according to contracts not conforming to the usual profile of the client (amount, time period, location of the recipient, etc.).
• Amounts, which are paid according to self-made receipts, not invoices received.
• High commissions paid on specific dates (for example, when contracts are entered into).
• Amounts, which are paid immediately after (or before) receipt of the invoice or entering into the contract. Amounts, which are paid by a third party directly to creditors or to organisations controlled by the client on behalf of the client.
• Privileges granted to individual creditors (one supplier receives payment sooner than other without a clear reason, etc.).
• A priori too large amounts paid to intermediaries or consultants.
• Unexplained withdrawal of large sums in cash.
• Bank account of a third party belonging to a notary or lawyer is used without an apparent reason.
• The origin of resources used for the transaction is unclear.
• Frequent opening and closing of bank accounts in the past.
• Large and unexplained sums transferred to and from the client's bank accounts.
• Proof regarding payments, which are not registered in accounting.
• Lack of satisfactory explanation in relation to individual payments.
17.3. Signs related to financial situation or indicators:
• Preferential attitude from State institutions, suppliers, or clients.
• Particularly high level of entering into new contracts and retaining of existing contracts.
• Contracts or permits are granted by politically exposed persons or their relatives.
• Contracts are granted without the necessity to participate in a tender, to negotiate the conditions of the contract, or to prepare documents, which are usually necessary in such situations.
• Goods or services, which have been purchased according to individual contracts, actually have never been received.
• The client has recently fired high-ranking officials without a clear reason.
• Existence of compromising correspondence, which attests to a potential corruption.
• The main financial indicators do not conform to indicators of other similar undertakings.
• Unusual or unexplained losses or profit from contracts.
• There is no taxable profit although such should have been expected.
• There are expenses in accounting, which have no relation to sale or profit.
• Such assets or rights occur in the balance sheet, which have been procured for a price exceeding or lower than their market value, which have no actual value or which simply do not exist.
• Selling of assets or rights recorded in the balance sheet for a price that is higher or lower than their market value.
• Unexplained loan that has been concluded with an organisation, which has no relation to the client, occurs in the balance sheet.
• Unexplained refusal to reimburse a loan concluded with an organisation, which has no relation to the undertaking.
• Such liabilities occur in the balance sheet, which are related to unidentified assets, or liabilities for excessively large amount.
• Significant and unexplained increase in the capital of the undertaking.
• The undertaking owns luxury items, which have no relation to the operation of the undertaking (private aircraft, yachts, luxury residences, etc.).
• The lifestyle or expenses of a client, paid employee, or relative do not conform to his or her income.
18. If signs of bribery are discovered as a result of testing, causing suspicions that questionable payments or bribery could be carried out, the auditor must conduct an in-depth study of suspicious transactions, payments, and other circumstances in order to obtain evidence regarding the nature and extent of the circumstance.
VI. Conclusion and Reporting
19. If there is evidence regarding carrying out of questionable payments/bribery or cases have been detected:
• the auditor shall notify the CPCB regarding such cases in accordance with the requirements of Annex 3 to these Procedures;
• the auditor shall consider whether such circumstances or their potential consequences have been appropriately indicated in financial statements or other financial information and have been accordingly taken into account for tax purposes; and
• the auditor shall consider the potential influence on the report of the auditor and whether the auditor should withdraw from further carrying out of this project.
20. If there is no evidence regarding carrying out of questionable payments/bribery:
• the auditor shall obtain a written certification from the management/persons entrusted with administration of the undertaking, which includes the paragraph requested in ISA No. 250 certifying that all known or potential instances of non-compliance with the requirements of the laws and regulations whose effects should be considered when preparing financial statements or financial information have been disclosed to the auditor by the management; and
• the auditor shall lay out the understanding acquired regarding the quality of procedures and controls for elimination of bribery in the undertaking to the persons entrusted with administration of the undertaking.
VII. Storage of Information of Clients
21. The auditor shall document the measures risk assessment, testing, and reporting related to bribery and store the abovementioned documentation for at least five years after termination of business relations.
22. The auditor shall present these documents to the quality managers of the LACA during quality check upon request of managers.
VIII. Rights, Duties, and Responsibility of Employees
23. All employees of the auditor must comply with the requirements of the Law and these Procedures.
24. Employees must perform identification and study of a client with due diligence according to the Procedures for Execution of the Law On the Prevention of Money Laundering and Terrorism Financing approved by the LACA and constantly supervise transactions of the client, which might attest to signs of bribery, as indicated in Section III of these Procedures.
25. Employees must notify the responsible employee regarding any signs identified or suspicions of bribery without delay.
26. The responsible employee has a duty to be knowledgeable in signs of bribery and related risks, the governing laws and regulations, and to perform training of employees, for newly hired employees – within at least one month after hiring, for existing employees – at least once a year.
27. The responsible employee shall ensure that after training employees sign for attendance of training. Lists containing signatures of employees regarding training programmes attended must be kept together with training programmes at the legal address of the auditor for at least five years after the end of the relevant training.
28. The responsible employee shall inform the auditor regarding the necessary decisions on report to the Corruption Prevention and Combating Bureau and shall inform the board of directors of the auditor – legal person – regarding reports.
29. Employees have the right to request and receive the information and resources necessary for carrying out the activities laid down in these Procedures.
30. The responsibility of employees involved in an audit for the fulfilment of the duties laid down in these Procedures shall be determined in employment contracts.
IX. Rights and Obligations of Auditors
31. Upon commencing the fulfilment of duties of auditors, the auditor – natural person – shall undergo training with the LACA regarding the laws and regulations governing the duties of an auditor in relation to surveying of and reporting on bribery, as well as each year shall supplement his or her knowledge in this area in training organised by the LACA or other institutions, if changes in the abovementioned laws and regulations have been made.
32. The auditor is entitled to request explanations from the LACA regarding legal norms on surveying of and reporting on bribery and the procedures for their application.
33. The auditor – legal person – shall ensure efficiency of the internal control system, taking into account additional risks that may arise due to bribery.
34. The auditor may be held disciplinary liable, administratively liable, or criminally liable for non-conformity with these Procedures and the Law.
X. Rights and Obligations of the LACA
35. The LACA shall ensure training of sworn auditors in issues related to changes in laws and regulations governing the duties of an auditor in relation to surveying of and reporting on bribery.
36. Supervision of auditors of the LACA in accordance with the procedures referred to in Section 46 of the Law shall be implemented by the Quality Committee of the LACA (hereinafter – the Quality Committee) according to the by-laws of the Quality Committee and these Procedures. In the case of contradictions between the requirements of the Law and the requirements of the by-laws of the Quality Committee, members of the Quality Committee must follow the requirements of the Law.
37. In detecting infringements of the requirements of these Procedures or other related legal acts in professional activities of auditors, the Quality Committee has the right to request immediate rectification of the infringement, if it is related to non-submission of a report on the bribery detected, and to notify the Quality Committee regarding carrying out of rectification of such infringement within five working days after performance of the quality check.
38. If the Quality Committee detects that the infringement has not been rectified within the time period specified, the Quality Committee has a duty to apply sanctions depending on the severity of the infringement and to initiate a disciplinary matter according to the By-laws of Disciplinary Matters of the LACA.
39. The LACA shall, not later than by 1 February of each year, compile and submit statistical information to the Control Service regarding the measures taken in the previous year, which are related to supervision and control of auditors.
40. The LACA shall ensure that information, which it has obtained at its disposal in fulfilling the requirements of the Law and these Procedures, is stored in the archives of the LACA together with materials of quality control check for at least five years. The executive director of the LACA shall be the person responsible for access to such information.
XI. Closing Provision
41. Auditors have a duty to completely ensure the fulfilment of the requirements of these Procedures within six months after their entering into effect.
Annex 1
Questionnaire for Risk Assessment of Bribery and Fraud Activities
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Annex 2
Procedures for Assessment of Internal Processes and Controls of the Client
	Environment observed
	Consider what is the attitude of the high management towards prevention of bribery and to what extent the management is involved in determination of policies, their promotion and how the high management promotes the establishment of bribery prevention culture in the organisation
Consider whether any representative of the high management has been imposed responsibility over introduction of bribery and corruption prevention processes?
Does this person report to the board of directors?
Consider how voluntarily the persons entrusted with administration of the undertaking wish to discuss this field with you and whether any changes in the organisation policies are required.

	Risk assessment
	Consider whether the client regularly and comprehensively evaluates the nature and extent of bribery risks, to which it is subject, and whether these evaluations are documented and an action is taken after them.
Ask that minutes of risk assessment meetings are presented to you.
Consider whether the activities in the home country and abroad, the third parties including joint undertakings and representatives, as well as the new and existing units are viewed in the risk assessment.

	Policies and procedures
	Find out what policy has been introduced in relation to business ethics, and consider whether it contains bribery and corruption, donations to political parties, gifts or discounts of suppliers, or payments, with the help of which to achieve a favourable outcome in acquisition of commercial projects or special concessions.

	Communication and training
	Ask how the policy is explained and what type of training is provided.
Consider whether an easily accessible code of conduct exists in the organisation and whether it is included in the training programme.
Consider whether training is mandatory for all employees at all levels and units; whether it is organised for all new employees and whether it is regularly updated?
Is it clearly emphasised within the scope of training that the organisation will not tolerate infringements of the policy?
Have all sub-contractors, intermediaries, and representatives have been imposed a requirement to confirm that they accept and understand the policy of the undertaking?

	Business relations
	Ask what in-depth study procedures have been performed by the undertaking, particularly in relation to business relations which might present high risk.
Consider projects, in which many contractors or intermediaries are participating, and situations when intermediaries are used in transactions with foreign public officials or partners of a joint undertaking.

	Internal controls
	Ask what procedure/control/supervision mechanisms exist in order to prevent/hinder/detect performance of questionable payments/giving or receipt of bribes.
Consider whether forms of anonymous reporting have been introduced, the information provided in interviews of employees who have left is examined, and a register is maintained, in which the received or offered gifts/discounts exceeding the value specified by the undertaking have been included.
Are all contracts, particularly additional agreements, examined?
Are all negotiations regarding all contracts always conducted by a centralised unit?
Does the high management examine documentation of substantial payments?

	Supervision and checks
	Ask how the potential infringements of the ethics policy by the client supervised and how they are notified to the high management?
If the undertaking has an internal audit function, does its programme provide for testing of business controls?
If there is no internal audit function, how are anti-bribery controls tested?
How is it ensured in large groups of undertakings, which operate in a wide geographical region, that testing is performed and its results are consequently interpreted and the necessary measures are taken?
Consider whether all incidents/exceptions detected with the intermediation of procedures and controls of the undertaking have been studied and corresponding action has been taken, for example, incidents notified via the anonymous reporting system have been studied.
Ask what action was taken in cases when infringements of the ethics policy by the client were detected.
(May include disciplinary punishments, firing, or reporting to the authorities)


Annex 3
Information to be Included in the Report to the Corruption Prevention and Combating Bureau Regarding the Facts Discovered during Provision of Audit Services and during Carrying out Assurance Engagement and Might be Related to Transfer of Financial Values, Property Benefits, or Benefits of Other Nature to a Public Official in the Form of a Bribe or Related to Intermediation in Transfer of such Financial Values, Property Benefits, or Benefits of Other Nature
In this Chapter information is compiled, which should be notified by the auditor to the Corruption Prevention and Combating Bureau, if he or she suspects bribery.
• Contact information of the auditor or the company of auditors submitting the report.
• Given name, surname, name, number of taxable person, and other identification data of the person who is suspected of being involved in an action of bribery.
• Field of activity.
• Relevant countries.
• Time period, during which the suspicious activities took place.
• Short summary of the suspicious activities.
• Short description of the factor giving the impression that bribery potentially exists.
• Sum of the potential bribes or other suspicious payments.
• Type of payment.
• Short description regarding the actions taken and investigation, including requests for information addressed to institutions of other countries.
• Accurate case materials with all suspicious details and useful information appended in annex.
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