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· Explaining the term fraud risk factors
These are factors that can affect a business – in extreme cases can even shut down a company. Consequently, a business owner should make ongoing efforts to create an environment in which fraud is less likely to arise.
There are a number of factors that make it more likely that fraud will occur or is occurring in a business. These can be categorized into the following -
· Management – This is motivation to carry out financial reporting fraud – usually triggered by aggressive financial targets (this can be bonus related), history of violations (where an act has been committed in the past and the perpetrator not punished) , conflict or tension between external auditors and senior management (auditors pushing the senior management about changing the financial reports therefore causing conflict)
· Industry - This relates to the economic or regulatory aspects of the organization. For example – a new legislation, new competition in the market or adoption of aggressive accounting policies
· Operating (including financial) – This can be caused by the nature of the organization for example an organization that deals in Technology which can become obsolete quickly if there is not enough capital to invest – this could potentially lead to bankruptcy for the organization. This can also be categorized into  – 
1. Misappropriation of assets  (size & value of the assets), ease of converting the asset to cash  
2. Control mechanism – segregation of duties, detection & prevention of fraud in the organization

· Control Mechanism could be adopted against corruption in the following ways - 
· Understanding the regulatory enforcement environment – This would help put proper & practical controls in place, these controls then need to be monitored to ensure adherence to them.
· Getting management to understand, commit to, and support anti-fraud and anti-corruption initiatives – This will include having & publishing anti-fraud & anti-corruption policy with clear guidelines
· Prioritizing the key risks to the company’s business, brand and reputation
· Maintaining compliance in light of the scope and complexity of global business growth – transparency in bidding process
· Obtaining expert advice when responding to compliance issues or threats
· Educating the workforce about the risks of wrongdoing
· Cultivating a company-wide culture of compliance

· Outlining the main benefits of using analytical procedures in audit process

· Analytical procedures refers to the analysis of significant ratios and trends, including the resulting investigation of fluctuations and relationships that are inconsistent with other relevant information or which deviate from predicted amounts.
It therefore helps by considering comparisons of the entity’s financial information with, for example: 
1. Comparable information for prior periods
2. The entity’s anticipated results
3. Similar industry information.
Highlighting areas of inconsistencies and where the auditor’s attention is needed – more detailed work needed, therefore more experienced staff & time.

· Analytical procedures can be used to help auditors in all three stages in the audit process:
The planning phase, the testing phase and the completion phase.
· During the planning phase, it can be used as risk assessment, helping to identify significant matters requiring special consideration later in the audit engagement e.g. assess going concern
· During the testing phase, analytical procedures can be used to collect appropriate audit evidence. 
· During the completion phase, analytical procedures can be used as part of an overall review of the financial statements for the auditors to reach conclusions about the fair presentation of the financial statements

· Common rationalizations for a fraudster which tempt him to commit fraud

· They are only borrowing the money – it will be paid back
· The company has vague and unclear ethical values so they don’t feel they are doing anything wrong
· There is non-communication of the organizational ethics – So the staff feel they can get away with it 
· There is no serious attitude in dealing with fraud and lack of repercussions, therefore they feel there is no real consequence for their action
· Unrealistic budgets and forecasts and non-communication of expectations and the staff believe they deserve it as the company is not paying them enough
· Attempts by the management to justify questionable accounting practices and disclosure policies.
· Unhealthy relationship between the company and its auditors, which may include bullying by the management, lack of access to data and unrealistic time constraints)

· Outlining the important points to be considered when evaluating fraud risk factors
There are three main points -
· The organization – For example: the company’s business and any challenges they face that may cause the management to circumvent controls or over ride it e.g. new competition or bankruptcy or bonus
· The structure & culture of the organization – are fraudster punished or is it swept away like it doesn’t matter. Is it a big organization with segregation of duties or small organization with one staff multi-tasking as accountant and secretary
· Internal control mechanism – this is the understanding of any controls in place and any ways in which they can be circumvented. For example: a loop hole may have be identified mistakenly by staff or senior manager may over ride

· Three primary purpose of analytical procedures throughout the audit process:
1. Primary (Preliminary)
2. Functional (Substantive)
3. Concluding (Final)
· Preliminary analytic procedures help in providing an understanding of the company and point out high risk areas in order that that the nature, timing and extent of audit procedures might be determined accordingly for example a company trading in perishable stock (it will give an understanding of how the goods are kept, traded and measured).
· Substantive analytic procedures are used in the evaluation of account balances and in obtaining audit evidence (comparing to competitors and prior year) 
· Final analytic procedures carry out a final assessment of financial statements and assess whether audit conclusions are correct or not (helps to corroborate the auditors expectation/understanding of the business)

Question 2
· Circumstances may exist that create opportunities for management or staff to commit fraud
There are circumstances that create opportunities for management or staff to commit fraud both in small and big companies. In small companies there are more instances of it happening though in small amounts and in larger companies it is fewer but of larger amounts.
There are usually three situations present for fraud to be committed and they are as follows-
· Opportunity – lack of control mechanism at work, lack of segregation of duties which gives staff the opportunity to steal which is very common in small companies. In larger companies it can be as a result of an error in the accounts or process and control over-rides.
· Pressure – for both management and staff, it can be from peers (not wanting them to know they have failed), norms & values or culture at work. It can also be because the organization doesn’t have a good procedure to communicate (no policies in place) or punishment for staff who commit fraud
· Rationalization – believing they had a good reason to do it for example they were just borrowing the money (they fully intend to make repayments) or the organization owes them (because they are not well paid)

[bookmark: _GoBack]Question 3
· Questions that auditors need to ask the management for inquiries into identification of fraud risk factors
The following are the kind of questions the auditors would be asking the management of the company/organization.
· Is the management aware of any alleged, suspected or perpetrated financial misstatement or asset misappropriation that might have resulted in material misstatement in the organization’s financial statements?
· Is the management aware of any perpetrated or alleged fraud regardless of materiality? – highlighted by staff or ex-staff
· What are the risks of fraud in the organization according to the management? Looking at risk assessment of the organization and any plans of detection and prevention
· What specific areas, transactions or accounts has the management pointed out as being vulnerable to fraud and what are the reasons behind this fraud risk?
· What internal control mechanisms has the management put in place to mitigate the risk of specific fraud or to deter fraud in general? Also the detection and prevention in place
· What are the management’s views on ethics and business morals and how are these views communicated to employees? Is the management’s behaviour consistent with these views?
· Is the company centralized or dispersed? If dispersed, how are the other locations monitored?

Case Study
· What type of evidence would the expert have gathered for his report?

· Purchase agreement – looking at how he paid for his purchase, was it cash or a mortgage? Looking also at his deposit – was it from savings or was he able to get a 100% mortgage? 
· Sale agreement – the documents/contract of his first sale, to confirm the amount he sold the property for and profit made on the sale
· Mortgage contract from the bank – confirming his mortgage and repayments
· Bank account - confirming the monies coming in from his employer and expenses going out of his account. Also making sure he doesn’t have different accounts with huge balances
· Payslip – confirming his salary and if possible his contract of employment – is he able to work overtime?

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

· Bank statement - to check money going into his account – tracing it the his lawyers and sale of his property
· Employment contract
· Mortgage agreement/contract
· Sale agreement/contract
· Rental/lease agreement – in case he rented/leased out the house before he sold them
· Valuation report – provided by a recognized property valuer (with his credentials)
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