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Marking Criteria:
 We expect the learners to write minimum one well expressed point in three lines against each allocated mark. This means one needs to write 15 lines with 5 well expressed points to get high grades for a 5 marks question.
For high grades use examples and illustrations where appropriate. 









	1. Give short answers for the following questions: (12)
I. Explain the term ‘fraud risk factors’.
International Standards on Auditing (ISA 240) Defines Fraud risk factors as events and conditions that indicate an incentive or pressure to commit fraud or provide an opportunity to commit fraud. According to SAS 99, the three main categories of fraud risk factors are management characteristics, Industry characteristics and operating characteristics (including financial stability).

II. What control mechanisms could be adopted against corruption?
The following control mechanisms could be adopted against corruption:
· Increase in the levels of Integrity and Transparency levels in the bidding process for procuring of assets.
· Frequent rotation of staff by assigning them to deal with different vendors or to different departments or locations.
· Have very clear segregation of roles and duties that function i.e. the people preparing the Bid documents are different from the people that receive the bid documents and the people reviewing and approving the successful bidder are also different from the preparers and receivers.
· Establish Hotlines through which suspected corruption can be reported and a strong whistle blower protection policy to avoid intimidation and victimization of whistleblowers. 
· Ensure that there is a strong functioning policy on disclosure of conflict of interests and receipt of gifts. With clear punitive action being taken for non disclosure.
· Have a strong independent internal audit to review the procurement process to ensure that that high levels of Integrity and transparency have been adhered to.

III. Outline the main benefits of using analytic procedures in audit process.
Analytical Procedures help to determine the nature, timing and extent of other audit procedures, analytical procedures may also indicate aspects of the business of which the auditors were previously unaware.

· Preliminary analytic procedures help in providing an insight into the company and point out high-risk areas in order that that the nature, timing and extent of audit procedures might be determined accordingly.
· Substantive analytic procedures are used in the evaluation of account balances and in obtaining audit evidence.
· Final analytic procedures carry out a final assessment of financial statements and assess whether audit conclusions are correct or not

IV. What are the common rationalizations for a fraudster which tempt him to commit fraud?
Some of the rationalizations that tempt the fraudster to commit fraud are the following:
· The company will make more money in the current or the next financial quarter and no one will ever notice the missing money.
· This month’s fictitious accounting entry can be reversed by a counter-entry next month; therefore it is not exactly fraud. The company will not incur a loss.
· Management does not take supervision of internal controls and discipline seriously.
· Management itself is involved in dubious transactions in order to and maintains aggressive accounting policies.
· The people who have been rewarded with promotions have disregarded the means of achieving objectives and have focused only on the attainment of organizational goals.
· Risk-taking is more rewarding than playing it safe. High risks entail High rewards
· If a little fraud helps the overall position of the company without doing any material harm, then it is justified.
· The company does not pay me enough and may fire me soon, so my fraud may make up for the benefits that the company is eliminating

V. Outline the important points to be considered when evaluating fraud risk factors.
When Evaluating the Risk Factors, the Auditor needs to consider the Environment in which the Business entity operates, the entity’s structure and culture and the existing internal controls.

VI. Analytic procedures are used throughout the audit process for three primary purposes. What are they?
· Preliminary analytic procedures help in providing an insight into the company and point out high-risk areas in order that that the nature, timing and extent of audit procedures might be determined accordingly.
· Substantive analytic procedures are used in the evaluation of account balances and in obtaining audit evidence.
· Final analytic procedures carry out a final assessment of financial statements and assess whether audit conclusions are correct or not

2. ‘Circumstances may exist that create opportunities for management or other staff to commit fraud’. Discuss (5) 
There are several circumstances that may exist that create opportunities for management or other staff to commit fraud. Among the many circumstances and opportunities are : 
The nature of the industry and the business of the organisation may create an opportunity for management to commit fraud, the kind of business transactions, and the manner in which records and accounts are maintained. If management is evaluated and rewarded based on reported achievement of performance targets, it will create an incentive for management to put an impression that they have achieved the targets in order for them to receive the reward of a bonus
The way in which a business interacts with its customers and suppliers, and its position in the market mainly creates circumstances for staff to commit fraud if there are no clear controls on how to deal with customers and suppliers members of staff may be taking bribes and kickbacks. The opportunities to commit fraud are rampant in the presence of loose or lax management and inadequate attention to internal controls. When motivation is coupled with such opportunities, the potential for fraud is increased.
The extent of deliberation and judgement that goes into determining income and expenditure levels and the valuation of assets and liabilities, may create an opportunity for management to create fraud in manipulating the value of assets and liabilities to present a position that is not true and fair.
The level of supervision of senior management by independent entities, such as external audit teams, supervisory boards and non-executive directors. If there is lack of supervision by independent entities senior management have an opportunity to create fraud as it will likely not be noticed.
The organization’s control environment, i.e. its effective internal controls, effective accounting systems, information technology and efficient accounting personnel.

3. SAS 99 suggests that key sources for the identification of fraud risk factors are inquiries of management’ in this context which type of questions an auditor should ask the management?(5)

The following are some of the most important questions an auditor might ask during the course of the audit:
Is the management aware of any alleged, suspected or perpetrated financial misstatement or asset misappropriation that might have resulted in material misstatement in the organization’s financial statements?
Is the management aware of any perpetrated or alleged fraud regardless of materiality?
Did the management receive any letters or other communications by ex-employees, analysts, alleging fraudulent activity?
What are the risks of fraud in the organization according to the management?
What specific areas, transactions or accounts has the management pointed out as being vulnerable to fraud and what are the reasons behind this fraud risk?
What programs or internal control mechanisms has the management put in place to mitigate the risk of specific fraud or to deter fraud in general? How are these programs and controls monitored and supervised?
What are the management’s views on ethics and business morals and how are these views communicated to employees?
How the company are operating locations and other business segments monitored? Are there certain segments that are more prone to fraud?
Did the audit committee or any other authority receive a report from the management regarding the entity’s control environment? This report would include information on how the company’s internal controls deter fraud, risk assessment procedures, communication and information systems and monitoring activities.
Has there been any request to the management or anyone else in the company to alter or withhold information, and to make fictitious transactions or accounting entries?

CASE STUDY
1. What type of evidence do you think the expert would have gathered for his report?
Using Analytical techniques, the forensic expert should have examined the man and his family’s financial records to see whether there were any indicators of irregular sources of income. By starting at the Point the Man bought his first property the expert built up a base from which he could determine or forecast an audit expected financial position of accumulated net income and assets of the reprimanded man.
The Expert then made comparisons of the actual financial position from one year to another to see whether it matched with the determined expectations by making comparisons with property market prices at each time the man sold or bought property and the actual realised or spent amounts. Any disparities would have meant that there are unexplained sources of income that the man is using to acquire the assets and support his lifestyle.

2. Which documents could have helped the forensic expert in gathering evidence?
The Following Documents could have helped the forensic expert in gathering his evidence.
· The man and his Family’s bank records- to determine the actual amount of income that is not from his job as a cleaner at the local factory
· The man and his family’s tax records – to indicate whether the man had declared all his sources of income to the revenue authority.
· Property transfer records – to indicate the amount at which he bought and sold various property.
· Property market prices  in the period under review 
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