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	1. Give short answers for the following questions:
I. Explain the term “ Fraud Risk Factors”

Fraud risk factors are those factors whose presence have been observed and confirmed in circumstances where frauds have occurred. SAS 99 has divided these factors into 3 main types in relation with fraudulent financial reporting. 
They are given below:
1) Administration features
2) Industry features
3) Functional features

The TWO major types of fraud risk factors related to asset misappropriation are stated below:

1) Vulnerability of asset misuse
2) Competence of controls refers to the capacity of controls to prevent or identify misappropriation of assets due to the design, application, and implementation of such controls.
II) What control mechanisms could be adopted against corruption?

Corruption frauds are extremely difficult to uncover and identify. Therefore, the focus is directed strongly towards prevention. Controls need to be remarkably good in this area to decrease the risk that these transactions will take place in the first place. Prevention may begin by calculation of the areas in which control weaknesses occur. Few outstanding control mechanisms are as follows:
· Reliability in the asset obtaining bidding processes

· Replacement of employees through various dealer assignments

· Formation of hotline and ensuring that sellers are aware of the hotline and will use this if any worker approaches them for a bribe

· A strong, enforced policy on exposing conflicts of interest, comprising acceptance of gifts and privileges by buyers.  

Analytical measures and data withdrawal may also help in detecting corruption frauds. But focus should be to prevent it.
III.  Outline the main benefits of using analytic procedures in audit process
Analytic procedures are used by an auditor during the course of an audit to detect frauds. In addition to this, analytic procedures have other benefits as explained below:
· Valuation of the entity’s capability to continue as a going concern. 
· Signs of possible presence of mistakes in financial statements

· Inferences of audit testing and procedures. Material blunder or anomaly is less likely to be present when analytic procedures are carried out during an audit and do not reveal expected differences or irregularities.

IV. What are the common rationalizations for a fraudster which tempt him to commit fraud?
Rationalization occurs when a fraudster justifies why he or she commits the fraud. Some of the common justifications are stated below:
· It is just short term.

The firm will do better in the next period and the act can be reversed. Nobody will ever know.

It is actually not a fraud, if I change this record this month and reverse it the next month, at the end, it will all be cleared. The organization stays in compliance with debt contracts, and we make our bonus payments.

· The management does not pay attention.
Management does not really implement internal controls

Management does not correct known deficiencies in controls

Management does not correct this kind of conduct

· Management takes part in, expects and rewards this kind of behavior

Management has approved certain transactions only for the purpose of meeting particular reporting objectives.

Management usually uses forceful accounting policies , and we need to remain consistent  with previous periods.

The individuals being promoted helped the company accomplish its purpose without any concerns about the means used to reach there.  
Risk taking is compensated.

· No one is offended and company is benefitted
It is not significant to the company, but makes a vast difference to our takings from the public offerings.

· I earned this
I was suitable for the promotion I earned
I am being paid less than the market rate for my duties

The company has no loyalty towards its employees, I am likely to be put down soon

This is in favor of and benefits the company.

V. Outline the important points to be considered when evaluating fraud

risk factors
Fraud risk factors should be assessed in relation to the context. This context can be defined as an understanding about the business of the entity, the complete financial and market setting in which it operates, the existence of other fraud risk factors and the presence and efficacy of regulating controls.
The context may vary from company to company. The points which are important to one organization may not be relevant to another.

Appropriate assessment of fraud risk factors can be achieved through a satisfactory understanding of the entity’s business and its connection with business partners, customers and suppliers. The ability to identify questionable financial ratios, unusual or suspicious transactions, and doubtful explanations by management or others clearly indicates an understanding and awareness of what is normal and predictable in the context of the entity, the industry sector, and the overall business and financial environment in which the organization works.
Other points to be considered are the controls in place to reduce the risk of fraud, counting on the fact that the control would diminish the risk and that the control has operated successfully during the period evaluated for audit. Also, the auditors should not overlook the fact that management or others may manipulate controls or otherwise avoid normal procedures to manipulate results or balances. 
VI. Analytic procedures are used throughout the audit process for three primary purposes. What are they?
While conducting an audit, analytic procedures are used for the following three purposes:

1) Primary analytic measures are used develop knowledge about the company and to direct attention to high-risk areas of audit procedures, including the nature, timing and extent.

2) Functional Analytic measures are used to get audit evidence to evaluate account balances

3) Concluding analytic measures are used to assess the respectability of audit that was concluded in overall assessment of the demonstration of the financial statement.
2. “Circumstances may exist that create opportunities for management or other staff to commit fraud”. Discuss
Opportunity is one the three elements of fraud triangle. Sometimes, circumstances may exist that create opportunities for management or other staff to commit fraud. The presence of such opportunities will motivate those who might not otherwise commit fraud, to act deceitfully and commit fraud. Even people under pressure are likely to commit a fraud but they are not a serious danger to an organization except when the possibility exists for them to act on their need. An opportunity to commit a fraud must be present, and the fraudster must believe that the fraud can be committed with exemption. Absent or unsuccessful controls, lack of command, or inadequate assignment of responsibilities may offer such chances.
Opportunities to commit fraud may also be inherent in the type, size, or structure of the business. Certain specific types of transactions and certain types of balances or accounts provide more opportunities than others for misrepresentation or manipulation. There are certain group structures and corporate that may be more vulnerable and susceptible to abuse, while certain types of assets are more likely to be abused. 
Risk factors that indicate the opportunities that could lead to material misstatements as a result of falsified financial reporting  includes the following:

· Type of the industry in which the business operates, the nature and transactions of the entity’s business and the manner in which the transactions are recorded in the income statement and balance sheet.
· The nature of the entity’s dealing with clients and suppliers and its place in the markets, the ability to manipulate or dictate terms may create the opportunity for inappropriate transactions.

· The extent of judgment involved in defining the level of income or expenses or the estimation of assets or responsibilities. Generally, a higher level of judgment will give rise to a bigger opportunity for inappropriate transactions.
· The level and efficiency of monitoring the senior management by independent corporate governance functions such as non executive directors, audit committee, and administrative boards.
· The degree of stability and complexity of the entity and group

· The general control environment, including the effectiveness and continuity of IT, internal audit, and accounting employees as well as the effectiveness of reporting and accounting structures.

In most large financial statement fraud occurrences, opportunity is available due to administration’s capacity to manipulate or avoid existing controls and its role in the internal control of the organization. The risk factors related to opportunity with regards to the material misrepresentation due to stealing of assets can be summarized as follows:

· Vulnerability of fixed assets, records, or other assets to misuse, based on variables such as value, demand, transportability, and convertibility

· Flaws in the controls designed to protect assets, such as authority, assignments of duties, employee screening, physical controls, settlements, and other accounting controls.

3. SAS99 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?
In this context, following are the most significant queries the auditor might discuss with the management.

· Does the management have knowledge of any fraud – whether related to financial reporting or asset misappropriation – committed, unproven or doubted that could result in a material misrepresentation of the entity’s financial statements?
· Irrespective of materiality, does the organization has the knowledge of any supposed, committed or suspected fraud?

· Has the management received any letters or communication about fraud from employees, former workers, predictors, short sellers, or other concerned parties?
· What is management’s perception of the risks of fraud in the company?
· Is there any account balance or class of transactions for which a risk of fraud may be more likely to happen or is there any specific fraud risk the company has identified?
· What programs and controls have been established by the management to reduce specific recognized fraud risks or to help prevent, discourage, and detect frauds of other types?
· How does the management monitor those programs or controls?

· How does the management communicate its views on business practices and ethical conduct?
· What procedures are in place to monitor the operative locations or business sections?
· Are there any particular secondary locations or business segments in which the risk of fraud is more likely to happen?
· Has management informed the audit committee or others with corresponding authority and responsibility about the entity’s internal control and way in which the management believes the internal control structures serves to prevent, discourage, or identify material misstatements due to fraud? The reports should include the entity’s control environment, control activities, monitoring actions, risk assessment process, information and communication systems.
· Has anyone advised a member of the organization or others within the company to hold back information from the auditor, to change any documents, or to make false entries in the records?

Case Study
1. What type of evidence do you think the expert would have gathered for his report?
The following evidences the expert would have gathered for his report to  acquit 
the man.
· He might have verified the documents and convinced himself that how the man actually created his own equity through the purchase and sale of properties (How many properties purchased and sold, price, profit made etc)
· He must have made some serious reference/background check about the man from his factory colleagues and neighbors 
· He must have gathered a report from the local police authorities to verify whether this man has any past criminal records.
· He might have checked and convinced himself that the man used to fund his and family’s life style through the legitimate sources
· He must have inquired thoroughly in the surroundings to find out any trace of drugs or any connection of this man with drug dealers or users

2. Which documents could have helped the forensic expert in gathering the evidence?
The following documents could have helped the forensic expert in gathering the evidence to prepare his report:
· The salary/wages slip from the factory where the man is employed to know exactly how much he earns from his full time job
· The tax return submitted by the man to know how much income and profit he declared and the sources of such income
· The sale and purchase deeds of the properties the man purchased and sold which could have helped him to create his own equity to build the portfolio of properties
· The bank statements under his name to verify the deposits and withdrawals made by this man to support the purchase and sale of properties.
· The title deeds of the existing properties to ensure that all these properties are registered under his name.

· The mortgage deeds if any, to know how much money the man invested and how much was the mortgage finance from the financial institutions.
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