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1.I Explain the term ‘fraud risk factors’. 
In accordance with the statement of auditing standards 99 (SAS 99)-  Consideration of Fraud in a Financial Statement Audit -issued by the American Institute of CPAs, the auditor may identify events or conditions that indicate incentives/pressures to perpetrate fraud, opportunities to carry out the fraud, or attitudes/rationalizations to justify a fraudulent action. Such events or conditions are referred to as "fraud risk factors."(SAS 99, 2002). Moreover, there are three main types of fraud risk factors, namely administration, industry, and functional features with financial stability. Administration refers the capabilities, pressures, style, and approach, adapted to deal with internal control and the financial reporting procedure. Industry refers the financial and regulatory environment in which the entity functions, and functional features with financial stability cover items such as the nature and complication of the goal and its transactions, the environmental areas in which it functions. 

1.II What control mechanisms could be adopted against corruption?
In view of the corruption, an entity could adopt the following control to prevent corruption:
  - Assets requisition policy with reliable control processes such as three bids are required for more than $100,000. 
  - Rotation of employees’ duties and locations.
  -  Formation of a customer’s hotline to ensure that they could use the hotline to report bribery.
  -A policy on exposing conflicts of interest, comprising policy of accepting of gifts from suppliers
  - Whistleblowers have on an entity and how important it is to provide a safe and confidential method of reporting suspected. In US, the SEC rules offered the potential rewards for whistle-blowers range from 10 percent to 30 percent of sums exceeding US$1 million levied by courts against corporate offenders.

1.III Outline the main benefits of using analytic procedures in audit process.
Auditors shall perform the analytical review procedures during the audit process with the purposes of a)to assist the auditor in planning the nature, timing, and extent of other auditing procedures; b) as a substantive test to obtain audit evidence about particular assertions related to account balances or classes of transactions and c) as an overall review of the financial information in the final review stage of the audit (SAS 56 , 2002). In addition to supporting the auditor for audit process, analytic procedures have other benefits and are as follows:
· Going concern of a business –analytic procedures may assist an auditor in determining a company’s current economic condition, its condition comparative to competitors, whether it is able to continue the on-going concerns. For example, by reviewing the profits margin of the company with the industry average in order to highlight the red flags warning of the company.
· Signing effects of the possible misstatements- analytic procedures disclose differences between companies’ actual and expected performance, such alterations could represent either accounting errors or irregularities. For example, a relatively high profit margin than the expected profits may result in accounting errors or irregularities.
· Inferences for audit testing and procedures. Material amorality of ratios such as profit margin ratio and current ratio found in the analytic procedures. It implied that the auditors shall perform more substantial audit tests in order to obtain reasonable assurance that there figures are fairly presented. Therefore, the analytic procedures establish essential evidence supporting the fair statement of the linked accounts’ stability. 

1. IV. What are the common rationalizations for a fraudster which tempt him to commit fraud?

One of the basic concepts in fraud deterrence and detection is the “fraud triangle.” While researching his doctoral thesis in the 1950s, famed criminologist Donald R. Cressey came up with this hypothesis to explain why people commit fraud.  According to the fraud triangle concept, rationalization is one of the three elements of fraud triangle. Fraudster always rationalize their fraud by claiming that 
· It is only a short-term- Nobody will know it as the act can be reversed in next period. Moreover, it is actually not a fraud, if the fraudster changes this record this month and then reverse it the next, at the end, it will all be cleared. The management does not pay attention on control system such as they does not really implement internal controls, they know the deficiencies, and do not take corrective actions to rectify it.
· No one is suffered and the company is also benefited- They feel that it is not a big deal to the company
· I would have been earned it - I am being paid less than the market rate for my duties. For example, making up for being underpaid bonus that was deserved but not received.
All these common rationalizations are a kind of mind setting, a thief may convince himself that he is just “borrowing” money from the company and will pay it back one day. This kind of thinking is unacceptable.

1.V. Outline the important points to be considered when evaluating fraud risk factors.
Some facts may be important for fraud risk factors in one company may have less importance in another. For example, small company is likely to have a less-sophisticated corporate governance system and structures of internal control than an international company. Nevertheless, the following points should be considered when evaluating the fraud risk factors:-
· Understanding of a company’s business and its connection with business partners, customers and suppliers.
· Identify questionable financial ratios, unusual or suspicious transactions, and doubtful explanations by management,
· the industry sector , and 
· The overall business and financial environment of the company.
The auditor should evaluate whether the information obtained from the risk assessment procedures and related activities performed indicates that one or more fraud risk factors are present. Although fraud risk factors may not necessarily indicate the existence of fraud, they have often been present in circumstances in which frauds have occurred and, therefore, may indicate risks of material misstatement due to fraud (SAS 99, 2002).

1.VI. Analytic procedures are used throughout the audit process for three primary purposes.
What are they?
Analytic procedures represent one of the most important detection techniques. Analytic procedures identify changes in amounts, ratios, trends, or relationships. They may also identify unusual transactions or events.
L. Skalak, T.Golden, M. Clayton, J. Pill (2011) posited that analytic procedures are used throughout the audit process for three primary purposes:
· Preliminary analytic procedures are used to develop an understanding of the company and to direct attention to high-risk areas in determining the nature, timing, and extent of audit procedures. This preliminary analysis is always performed before the audit, and most likely in the planning stage in order to highlight the key audit risk.  
· Substantive analytic procedures are used to obtain audit evidence to evaluate account balances. This stage is usually performed during audit in order to obtain reasonable assurance of audit evidence. 
· Final analytic procedures are used to assess the propriety of audit conclusions in an overall assessment of the presentation of the financial statement. This stage is usually performed after the audit and to carry out the overall reasonable of the financial statement. 

2. ‘Circumstances may exist that create opportunities for management or other staff to commit fraud’. Discuss

Fraud tends to encompass a theory structured around motive, opportunity, and rationalization (the ‘‘fraud triangle’’). As the opportunity is one of the three elements of fraud triangle, it places an important principal to understand why fraud occurs.  
In an organization environment, employees and managers tend to have a long tenure with a company when they commit the fraud. A simple explanation is that employees and managers who have been around for years know quite well where the weaknesses are in the internal controls and have gained sufficient knowledge of how to commit the crime successfully (L. Skalak, T.Golden, M. Clayton, J. Pill, 2011) .  Therefore, the major factor in opportunity is internal controls. A weakness in or absence of internal controls provides the opportunity for management or other staff to commit fraud. 
In accordance with the survey performed by Association of Certificate Fraud examiners (ACFE) in 2012 that the primary control weakness within the victim organization that contributed to the fraud’s occurrence in which it is more than 35% of cases.
The opportunities to commit fraud by management or other staff are rampant in the presence of the inadequate internal controls. When motivation is coupled with such opportunities, the potential for fraud is increased.


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?

SAS 99 proposes that for the identification of fraud risk factors, the key sources are inquiries about the management and others. The following are common type questions shall be asked to the management:
· Does the management have knowledge of any fraud relating to the company?
· Has the management received any communication about fraud from employees and other parties?
· What is perception from management pertaining to the risks of fraud in the company?
·  Is there any account balance or transactions for which a risk of fraud may be probably to happen?
· What control programmes have been established by the management?
· Do the management aware of the weaknesses of the control programmes and its corrective actions?  
· How does management communicate its views on business practices and ethical conduct to employee?
·  What monitoring procedures are operated in business sections?
· Are there any high risk of fraud in other locations or business segments is likely to happen?
· Has management informed the audit committee about the company’s internal control in which it serves to prevent, discourage, or identify material misstatements due to fraud? 
· Has anyone advised a management of the organization to hold back information from the auditor, to change documents, or to make false entries in the records?

Moreover, SAS 99 does not restrict the auditors to making only the above inquiries. It encourages auditors to make additional inquiries in order to gather or corroborate a wide variety of information that can help auditors identify or assess risks of material misstatement due to fraud. Many of the queries related to these matters should be submitted to personnel outside of management or the accounting department. 
For example, auditors may wish to use inquiries to 
 Identify the presence of the fraud triangle characteristics. 
 Understand the policies, procedures and controls for recording journal entries or other adjustments. 
 Identify circumstances under which management has or may override internal controls. 
 Understand policies and procedures related to revenue recognition. 
 Understand the business rationale for significant unusual transactions. 

Asking the same question of different people can increase the effectiveness of your inquiries, as you can compare answers to identify consistencies or anomalies in the responses (M. Ramos, 2003) 

Case Study. 1. What type of evidence do you think the expert would have gathered for his report?

In order to gathering the evidences to support the case. The forensic expert shall obtain the reliable evidences to proof the source of incomes. The forensic expert shall aware the type of evidences which he/she is going to collect and their reliably. In accordance with SAS No. 106,  the following generalizations about the reliability of  evidence are useful:
· -  Evidence is more reliable when it is obtained from knowledgeable independent sources outside the entity.
· -  Evidence that is generated internally is more reliable when the related controls imposed by the entity are effective.
· - Evidence obtained directly by the auditor (for example, observation of the application of a control) is more reliable than audit evidence obtained indirectly or by inference (for example, inquiry about the application of a control).
· - Evidence is more reliable when it exists in documentary form, whether paper, electronic, or other medium (for example, a contemporaneously written record of a meeting is more reliable than a subsequent oral representation of the matters discussed).
· - Evidence provided by original documents is more reliable than audit evidence provided by photocopies or facsimiles.

The forensic expert shall collect the type of evidence in which it is generated from independent course such as bank documents, legal documents of purchase and sale of the properties. Moreover, the forensic expert shall well understand his family’s lifestyle in order to explain the cash withdrawals from the banks.



Case Study 2. Which documents could have helped the forensic expert in gathering evidence?

The forensic expert shall collect the following documents in order to analyses facts of the case:
-  The bank accounts information from the bankers directly;
-  Third parties invoices such as decoration of properties, purchase and sale agreement of the properties..etc.
- Expenses invoices such as restaurants receipts. 
The forensic expert shall use these evidences to explain the moments of funds in and out of the bank accounts and to demonstrate that all the funds in and out can be properly explained by the evidences.  
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