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I. Fraud risk factors are the extent to which a business entity is at risk of becoming the target of a fraudulent scheme. These are factors that affect the entity in managing fraud. Fraud risk factors are divided into three categories which are management characteristics, industry characteristics and operational characteristics. 

II. Control mechanisms against corruption are ways devised to manage or minimize fraud. Companies need to establish a hotline to enable vendors to complain should they be approached by someone seeking to bribe them. Employees are to be rotated frequently through different vendor assignments. To curb corruption enforcement of a strong policy in the total disclosure of conflicts of interest and receipts of gifts. The bidding process for asset procurement to exercise transparency and integrity as possible.


III.  Main benefits of using analytical procedures in audit process analytical procedures are beneficial to the audit process. The procedures used are preliminary, substantive and final analytic procedures. Each of the procedures used has its own benefits. Preliminary analytic procedures provide an insight into the company and point out high risk areas in order that the nature, timing and extent of audit process might be determined .Substantive procedures are used to obtain audit evidence. Final analytic procedures provide the final assessment of financial statements and assess whether or not the audit was correct or not. Analytic procedures also assess the company’s ability to remain a going concern, indicate errors in financial statements and can also help in identifying unexpected relationships. Analytic procedures also highlight whether detailed audit testing is important in the company or not.


IV. Common rationalization for a fraudster which tempts him to commit fraud is justification a fraudster gives himself as a reason to commit fraud. These are reasons why a fraudster commits fraud. The most common rationalization is that; l am only borrowing the money. I will give it back when my financial situation improves. The company will make more money in the next quarter and no one will notice the missing money. Management is involved in dubious transactions. Risk taking is more rewarding than playing it safe. Others will rationalize by saying the company overlooked their hard work and promoted someone else. I deserve the money, company not paying enough and may fire me soon are also common rationalizations. However, not all fraudsters need to rationalize their actions as they are compulsive.


V. Important points to be considered when evaluating fraud risk factors. The environment in which the business operates, the business entity’s structure and culture and its internal controls. Also important is to have an understanding of the presence and effectiveness of mitigating factors that reduce the risk of fraud. It is also important to differentiate between a small organization and a large corporation



VI. Analytic procedures are used for three primary purposes which are primary, functional and concluding.


2. Fraud occurs when; opportunity, pressure and rationalization are present at the same   time. Circumstances may exist that create opportunities for management and other staff to commit fraud. When the incentive to commit fraud is strong, it is likely be easier   for perpetrator to rationalize their actions. Easy opportunity may have a similar effect. When internal controls are weak, absent or ineffective an employee may conclude that management is indifferent to fraud and nobody cares for the entity and the general economy. Fear of losing one’s position or fear of delivering bad news, the desire to be promoted, personal financial obligations or simply greed can also be driving forces behind fraudulent activity. An opportunity must exist for one to commit fraud and the fraudster must believe that the fraud can be committed with impunity. Certain corporate and group structures may be more opaque or susceptible to misuse and certain types of assets are more prone to misappropriation. The ability to dominate or dictate terms may create the opportunity for inappropriate or other transactions. In several large financial statement fraud cases, opportunity existed by virtue of management’s role in the internal control structure and its ability to override or avoid existing controls.


3. SAS 99 questions an auditor should ask the management:

 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, analyst, alleging fraudulent activity? Is the management aware of any alleged, suspected or perpetrated financial misstatements or asset misappropriation that might have resulted in material misstatements in the organization’s financial statements? How are the companies operating locations and other business segments monitored, looking at certain segments that are more prone to fraud? Is the management’s behavior consistent with these views? What are the management’s views on ethics and business morals and how are these views communicated to employees.


 CASE STUDY ANSWERS


1. The expert might have gathered documentary evidence for his report. The evidence which proved that the man was not into drugs and innocent of the charges against him. Inquiries made on the man also helped the expert in drawing up his conclusion. The expert also used the SAS 99 (statement on auditing standard) to gather information. Data mining techniques and other public records available for checks. The expert could also employ the computer assisted auditing tools (CAATs) to get the man’s information without having to rely on him. Ratio analysis identifies possible symptoms of fraud. The ratios enable financial experts to observe the relationship between the specific costs and measure of production. Expert can gain an idea of one’s expenses by using   ratio analysis.


2. The following documents can help forensic expert in gathering evidence:

· Insurance agreements
· Agreements of sale in respect of properties sold and purchased.
· Lease agreements for properties owned.
· Inventory ,that is assets held 
· Cash securities, debt contracts and minutes from family meetings.
· Bank statements and loan agreements.
· Property and equipment.
· Financial ratios in form of working capital balance, inventory turnover, asset turnover, debt or debt to equity, gross margin and profit margin. 
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