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	Q1:
I: Explain the term ‘fraud risk factors’
This is the key initial steps towards assessing the extent of fraud risk and uncertainties. It can be classified in three types of risk for example Inherent Risk, Control Risk and Detection Risk.

II: What control mechanisms could be adopted against corruption?
Frequent employee rotation through different vendor assignments. Enforcing of strong policies on the total disclosure of conflicting interests or receipt of gifts. Establishing a hotline in order for vendors to complain to client when they are approached by people seeking to bribe them.

III: Outline the main benefit of using analytic procedures in audit process.
It helps in providing an insight into the company and point out high risk areas. It is used in the evaluation of account balances and in obtaining audit evidence. Assists with the carrying out of 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?
a) The company will make more money in the next financial quarter and no-one will ever notice the missing monies.
b) This month’s fictitious accounting entry can be reversed by a counter-entry next month
c) Management does not take supervision of internal controls and discipline seriously
d) The company overlooked my hard work and promoted someone else, so I deserve this.

V: Outline the important points to be considered when evaluating fraud risk factors.
Risk factors can only be evaluated with a thorough understanding of the context, i.e. the environment in which the business operates, the business entity’s structure and culture, and its internal control. A small business will have for example a less developed internal control mechanism than a large business.

VI: Analytic procedures are used throughout the audit process for three primary purposes. What are they?
a) Preliminary analytic procedures
b) Substantive analytic procedures
c) Final analytic procedures.

Q2: ‘Circumstances may exist that create opportunities for management or other staff to commit fraud’. Discuss
Financial pressure may lead to fraud where they have large bills to pay, major debts or just simple greed. Personal pressure where they might have gambling debts or other addictions. Work pressure where they feel over worked and under paid or have been seen over for promotions. Where trust opportunities exist where they have reached a certain level in the company. The internal controls are either weak or non-existent. They can justify the fraud for example “I am only borrowing the monies, I will give it back when my financial situation improves.” When there is a lack of ethics for example, “If management can do it so can I.”

Q3: SAS 99 suggests that key sources for the identification of fraud risk factors are enquiries of management’ in this context which types of questions an auditor should ask the management?
· What is the risk of fraud in the organization according to management?
· Is the management aware of any perpetrated or alleged fraud regardless of materiality?
· What are the management’s view on ethics and business morals and how are these views communicated to the employees?
· Is management’s behavior consistent with these views?
· Did the management receive any letters or other communications from ex-employees or analysts alleging fraudulent activities?

Case Study:
Q1: What type of evidence do you think the expert would have gathered for his report?
How much income is generated between the family members to ensure that they had enough money to buy the first house. Check bank record to see if other income went through his bank account apart from his salary. See if the house was bonded or not. Checked if there was rental income charged. Look at his tax declarations made to revenue services, in order to verify that all income was declared and that expenses were not inflated or misstated. Check the source of the family member’s income. Check if these properties actually exists and in who’s name it is registered.

Q2: Which documents could have helped the forensic expert in gathering evidence?
The cleaner’s salary slip as well as the family member’s documents to verify their income source. Bank statements to see if transfers were made, cash deposited and to see if he mostly uses cash. If the property was bonded, the detailed bond statements, so that the expert could verify that no additional cash was paid into it. Compare purchase agreements with sales agreements to check who the related parties are to these transactions and how it would be funded. Check title deed documents to see who was the owner and who is the owner. Payment receipts to check all expenses paid for and to trace it back to how much monies were needed.  
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