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ASSESSMENT 4 SOLUTIONS

I. Explain the term ‘fraud risk factors’.
Solution:
Fraud risk factors are those conditions that are generally occur when fraud is committed. These conditions are
· Management or employees have an incentive or are under pressure.
· Circumstances exist that provide an opportunity for fraud to be perpetrated.
· Individuals involved are able to rationalize committing a fraudulent act.
Auditors are generally concerned with two major types of frauds.
i. Fraud relating to Fraudulent Financial Reporting.
SAS 99 has divided these conditions which are connected to fraudulent financial reporting into 3 main types of fraud risk factors: Namely
Administration features: Administration or other staff members may find themselves offered incentives or placed under stress to commit a fraud. E.g. Administrative competence of the organization, style, pressure within and outside, deal with internal control and expectation to meet third party demand and profitability of the organization.
a. Industry features: The nature of the industry or the entity’s operations provides opportunities to engage in fraudulent financial reporting. E.g Regulatory provision, market saturation, competitor.
b. Functional features: Financial steadiness of the company overtime, productivity, fear of possible takeover, the auditor will look at the potential risk associated with aforementioned.

ii.  Misappropriation of assets. Personal financial obligations may create pressure on management or employees with access to cash or other assets susceptible to theft to misappropriate those assets. Adverse relationships between the entity and employees with access to cash or other assets susceptible to theft may motivate those employees to misappropriate those assets
             Vulnerability of fixed assets, records, or other assets to misuse, based on variables                     as value, demand, transportability, and convertibility 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.



II. What control mechanisms could be adopted against corruption?
Corruption is define as lack of integrity or honesty that are susceptibility to bribery or use of a position of trust for dishonest gain. Corruption is abuse of a public office for personal gain or other illegal or immoral benefit.
Corruption exists everywhere. The causes might differ, however, whether corruption results from a need, a culture or simply from an opportunity too tempting not to exploit, it influences the way we deal with it - or don’t deal with it.
Corruption result from the absence of essential principle of good governance such as transparency, accountability, integrity, equity, responsiveness and effectiveness on the part of those whose authority is vested.
Prevention and control of corruption should be tackle from the root cause, this has to be focus on the institution and individual that constitute the system. 
Element of prevention should include the following:
· Policy formulation
· Personnel redeployment
· Monitoring and evaluation
· Service delivery
· Regulation of policy.

· Formation of a hotline and ensuring that sellers are aware of the hotline and will use this is any worker approaches them for a bribe.
· A strong, enforced policy on exposing conflicts of interest, comprising acceptance of gifts and privileges by buyers.


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

Analytical procedures are audit process used in evaluations of both financial and nonfinancial data. Analytical procedures are used in all stages of the audit including planning (Primary purpose), substantive testing (Functional purpose) and final review stage (Concluding stage). Auditing standards require the use of analytical review procedures in the planning and final review stages. It serves as a vital planning function in the entirety of the audit procedures.
The following are some of the benefits of analytics procedure:
· Analytical review procedure enhances the auditor’s understanding of the client’s business 
· Helps in identifying significant transactions and events that have occurred since the last audit date
· It also identifies unusual transactions and events, amounts, ratios, or trends that might be significant to the financial statements and may represent specific risks relevant to the audit.
· Analytical review procedure also helps to understand the entity and its environment.
· Its assists the auditor in planning the nature, extent and timing of other auditing procedures.
· Its help in measuring risks to identify significant areas requiring the auditor’s attention. 
· Analytical review procedures also include a review of the current and prior year’s financial statements and the current year’s budget.

IV. What are the common rationalizations for a fraudster which tempt him to commit fraud?
The tendency to commit fraud depend on the background of the fraudster and the environment in which he operate. Individual moral value, ethical behaviour, attitude and external environment influence our decision in day to day activities. Environment play important role in justifying fraud committed by a fraudster. 
External environment consist of job insecurity, a work environment that encourages hostility, for example, being neglected for promotion, this could be used as defence for a fraudster.
The external environment could be the attitude of top leadership, the approach of the management towards fraud risk and management’s responses to actual occurrences of fraud. 
Often time when fraudsters are being interrogated, suspects admit to committing their crimes, but rarely do they say that they stole the money. As an alternative, they bring up their rationalization and explanations for the crime. Such explanations can be of many kinds:
• I took a loan, and I had every intention of paying it back. 
• I find the accounting rule very confusing and subjective. The manner in which I record the accounts for the transactions is entirely suitable.
• My superior has been deceitful in his taxes for years. I’m just taking my share.
• Everybody takes bribes. I am sure my boss is aware of it, and that’s why he doesn’t pay me very much. He expects me to increase my income with ‘gifts’ from our suppliers.
• I am the hardest working employee, and I know my boss would give me a considerable raise if other people wouldn’t object. Instead, I take a little bit, but I’m actually saving the company money because only I get the raise.
• You give me no health insurance and I need to provide for my children and my parents.
I cannot let them down because they depend on me.
• If I didn’t make up a few records to give the impression to corporate that we were making planned income, they would close our division and put 50 people out of work. I did it to save other people’s jobs.

V. Outline the important points to be considered when evaluating fraud risk factors.
There are basically three types of risks that exist in every organization. These are: 
· Inherent Risk; Risks that associated with organization business and the environment it’s operate. Inherent risk is impossible to manage or transfer. 
· Control or prevention Risk:  control risk is the probability that a material misstatement exists in an assertion because that misstatement was not either prevented from entering entity’s financial information or it was not detected and corrected by the internal control system of the entity.
· Detection risk: Detection risk is the risk that material misstatements will escape auditor’s procedures that he has applied to detect material misstatements.

The following are some of the important points to be consider when assessing fraud risk factors.
· Identify possible fraud schemes & Scenarios
· Prioritize identified fraud risks
· Evaluate whether mitigating
· Controls exist or are effective
· Document the risk assessment
· Process & conclusions

· Conduct periodic reviews and
· update


VI. Analytic procedures are used throughout the audit process for three primary purposes.
What are they?
Analytic procedures are used throughout the audit process for the following purpose:
· Primary stage; this is planning stage. During the planning stage, the analytical review procedure enhances the auditor’s understanding of the client’s business and helps in identifying significant transactions and events that have occurred since the last audit date. It also identifies unusual transactions and events, amounts, ratios, or trends that might be significant to the financial statements and may represent specific risks relevant to the audit. The whole process assists the auditor in planning the nature, extent and timing of other auditing procedures.
· substantive testing: Results of the analytical procedures performed during the planning stage helps identify risks that may, based on the auditor’s judgment, require special audit consideration, such as business risks that may result in material misstatement, fraud risk, significant related party transactions, accounting estimates and principles, comparing financial statements to budgeted or anticipated results
· Final review stage.  Analytical procedures performed at this stage of the audit are not different to those performed at the planning stage – the auditor will perform ratio analysis, comparisons with prior period financial statements and other techniques to confirm that trends are as expected, and to highlight unusual transactions and balances that may indicate a risk of misstatement. The key issue is that, near the end of the audit, the auditor should have sufficient audit evidence to explain the issues highlighted by analytical procedures, and should therefore be able to conclude as to the overall reasonableness of the financial statements.


2. Circumstances may exist that create opportunities for management or other staff to commit fraud’. Discuss.
Those who commit work-related fraud tend to have many similar characteristics, but they’re not all quite as easy to spot. Understanding what motivates employees to steal from companies is the key to detecting and preventing internal fraud. Understanding the opportunities available for fraud at the various employment levels is helpful as well. Knowledge is power, and although just knowing about thieves and their characteristics won’t stop them, it is certainly a step in the right direction toward improving fraud prevention efforts and internal controls.
The amount of money lost to an internal corporate fraud is most significantly influenced by the perpetrator’s position in the organization. When we look at various characteristics of those committing fraud, this makes sense, because access creates opportunity. Typically, the higher a person moves in a company, the greater access she or he is granted to information, assets, data, and people. That creates more opportunities to commit fraud.
Employees and executives who feel unfairly treated sometimes believe they can right the scales by committing occupational fraud and abuse. Workplace conditions are therefore a major risk factor in predicting fraud. Also, employees faced with embarrassing financial difficulties pose a significant problem. The simple moral to the auditor is to pay attention to what goes on outside the books, too. So while you’re looking at the numbers, keep one eye and both ears open for disgruntled or financially strapped employees. It may mean all the difference in detecting fraud.
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?
The following are the most significant queries the auditor might discuss with the management.
· Is management compensation tied closely to company value?
· Is management dominated by a single person or a small group?
· Does management display a significant disregard for regulations or controls? Does the management have knowledge of any fraud—whether related to economic reporting or to asset misappropriation—committed, unproven, or doubted that could result in a material misrepresentation of the entity’s financial statements?
· Has management restricted the auditor’s access to documents or personnel?
· Has management set unrealistic financial goals?
· Does management have any past history of illegal conduct?
· Is an employee obviously dissatisfied?
· Does that employee have a past history of dishonesty or illegal conduct? Has the management received any letters or communication about fraud from employees, former workers, predictors, short sellers, or others concerned parties?
· Does that employee have known financial pressures, such as excessive debt, bad credit or tax liens?
· Has that employee’s lifestyle or behaviour changed significantly?

CASE STUDY:
1. The expert would gathered evidence from family financial affairs of the man. The following are some of the evidences gathered by the investigator to support his report.
               The family background of the man. The parent of the man and their financial position before                 and after the purchase of the properties.

Share of properties from his parent to the man (if they are late).
Proceed from the sale of any property.
All bank details of the man to trace the inflow and outflow of funds.
The equity purchase by the man and equity appreciation or decline over the years.
Enquire other source of income aside from the current job.
Any other evidence based on the result of the above to support the judgement of the court.
2. The following are some of the documents that helps the forensic expert to gather his evidence.
1. Bank statement
2. Equity Certificate
3. Family History.
4. Receipt issued for sales of properties.
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