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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. 
	Short answers:

I. Explain the term ‘fraud risk factors’.

SAS 99 – notes that there are three categories of fraud risk factors; management characteristics, industry characteristics and operating characteristics & financial stability.  

Management characteristics relate to managements motivation to commit fraud. This could be a result of onerous, unachievable targets, a poor relationship between management and external auditors or high turnover of staff at a senior management level.  If there is evidence of any of these factors, the risk of fraud will be higher.  

Industry characteristics relate to pressures within industry in terms of both economic and regulatory pressures.  It may be that there is increased competition, a saturated marketplace, or the introduction of increased regulation making it more difficult to perform effectively.   

Operating characteristics and financial stability will include geographical location of firm, locations of divisions, the nature of the business and complexity of its operations.  

II. What control mechanisms could be adopted against corruption?

Corruption can be difficult to detect, it can come in the form of a bribe by a supplier in return for being awarded a contract. On paper there will not appear to be any fraud going on, goods or services will be supplied, the associated invoices raised and the payments made will all adhere to the contract.  The supplier may pay cash or provide other benefits to the employee directly but within the company there is no paper trail evidencing the fraud.  

Internal controls can be put into place around the awarding of contracts, or choosing of vendors to supply specific goods or services.  Examples of internal controls to mitigate bribery and corruption could be to ensure that the reviewers of tenders are independent to the staff who have an ongoing relationship with the suppliers.  Sealed bids can be requested or a separate secure fax machine may be used to receive bids or tenders.  Staff rotation will also reduce the risk of bribery.  Bidders should be encouraged to report any attempts made by a member of staff to bribe them.   Management and auditors should review contracts periodically by comparing price with other similar contracts either within the organisation or benchmark against others in the industry.  The same supplier being used across a number of contracts may also be a warning sign and merit further investigation.  An employee living out with their means may also be a factor that merits further investigation.

III. Outline the main benefits of using analytic procedures in audit process.

Analytic procedures allow an auditor to assess the company's ability to continue to trade as a going concern.  They allow the auditor to identify areas where more detailed testing is required where the analytical procedure has identified irregularities or errors.  They also assist in the identification of unexpected relationships when comparing year on year or across industry standards.

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

An employee may commit fraud because of the attitude and behaviour of senior management, it may be that the employee believes that management are committing fraud the themselves, 'if they are at it why not me'.  There may also be a perception that senior managers do not deal with other instances of fraud.  

The employees' personal ethical values will also be a factor, if they feel underpaid or undervalued, they may convince themselves that they deserve more from the organisation and therefore fraud is rationalised.  

Another rationalisation may come form the employee convincing them-self that they are just borrowing the cash assets and will pay it back later.  

Other factors will include insecurity in job perhaps due to poor company performance, or down sizing within organisation.  Unrealistic, unachievable budgets or poor ethical values within the organisation.  It may simply be that they consider that the fraud won't be noticed. 

Where fraud is being committed in order to make the financial performance appear better/worse and the intention is that fictitious entries will be reversed in next accounting period management will rationalise the action because it's for the good of the company overall and won't do any material harm. 

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

The auditor needs to understand the business, the environment in which it operates, the internal controls which are already in place, the culture of the organisation, and be aware at every stage of the audit of the risk factors.

VI. Analytic procedures are used throughout the audit process for three primary purposes.  What are they?

Preliminary analytical procedures are used at the outset, these assist the auditors in identifying areas of high risk and low risk.  Initial analysis will determine which areas will merit detailed audit testing.  

Substantive analytical procedures are the analysis of balances particularly in areas of perceived high risk.  These tests are more thorough and will confirm or rule out the high risk areas identified during the preliminary phase.

Final analytical procedures will test the audit conclusion and allow auditors to consider if conclusions are correct.

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

The culture and make up of an organisation may create opportunities for management or other staff to commit fraud even if they wouldn’t typically commit fraud in other circumstances.   

Circumstance which may create opportunities for individuals to commit fraud will include a lack of internal controls, or the controls which have been put into place may be ineffective.  There may be a poor division of duties and a lack of effective supervision within the organisation creating opportunities for individuals to easily commit a fraud with little fear of the fraud being detected.  

The size and structure will also be a factor, organisations with multiple geographical locations will be more difficult to effectively monitor than those that operate from a single location.  Transaction numbers will also be a factor which may create opportunity, numerous small transactions will be more difficult to effectively monitor than fewer large transactions.  

The type of assets will also play a part, items that can be removed relatively easily such as cash will require effective controls to be put into place to ensure that the opportunity to misappropriate assets are minimised as far as possible. 

A low level of external supervision from for example, audit committees, non executive directors may also encourage fraud, with the fraudster considering that there is a low risk of being found out. 


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?

Auditors should directly ask if management are aware of any of actual fraud or allegations of fraud within the organisation, or if they are aware that the accounts have been misstated.  They should also investigate managers perception of risk within the organisation and ask the management to identify any areas that they feel are vulnerable to fraud. 

The auditors should also ask what controls are on place and ascertain managements opinion as to the robustness of these controls.  

The organisations ethics and values should be identified by the auditor, management should be asked if they buy into the ethics and values of the organisation and how these are communicated to staff throughout the organisation.


Auditors should also question how the geographical locations or business segments are monitored by management.  They should ascertain if there are any location or segments of the organisation that are more susceptible to fraud. 

Management should also be asked if there have been any reports to the audit committee or management of any issues with existing controls. Have management been asked to alter or withhold information?

Case Study 


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

The expert could have put together a timeline of events, perhaps using a spreadsheet, showing the income generated over time.  

The expert would gather information from land registry records, the mans' bank accounts,   and mortgage accounts, his legal advisors,  estate agents  and accountants.  By building up the evidence in sequential order the expert can demonstrate where funds came from to fund subsequent purchases and show where mortgages were obtained to assist purchases. This evidence will show over the period of time how much wealth has been created from the portfolio.  

Expenditure using the bank statements can also be recorded to demonstrate that the income was sufficient to support the level of expenditure. 






Which documents could have helped the forensic expert in gathering evidence?

The following documents would assist the expert in his evidence gathering exercise:
· Bank statements
· Land registry records
· Missives 
· Copies of property valuations
· Legal correspondence evidencing settlements
· Bank statements
· Bank correspondence in relation to purchases and sales of properties.
· Mortgage documentation
· Tax returns
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