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Fraud Detection Techniques – Unit 4
Short Answers
  
1.  Give short answers for the following questions:                                                           
I.  Explain the term ‘fraud risk factors’.
     Fraud risk factors maybe explained as identification of the conditions that would accelerate   
     or entice the possibility of committing fraud. SAS99 has divided these factors into three  
     major types factors which correlates with financial reporting as follows;
a) Administration Features, This encompasses administrations capabilities, pressures, style
     and approach, adopted dealing with internal control, including financial reporting  
     procedure.  
    This covers frauds committed by or organizations in financial reporting like excessive  
     contribution of non financial organization in the selecting of accounting values/estimates.
b) Industry Features, This involves financial and regulatory environment in which the  
    organization functions e.g. regulatory provision provisions which might be greater than  
     before competition.
c) Functional Features and Final Steadiness, This comprises items like the nature and  
    complication of the goal and its transactions,the environmental areas in which the entity 
    functions, the number of localities of which transactions are noted and payments done, the  
    company’s economic condition and its productivity e.g. the company might obtain more  
    assets for fear of economic failure or unfavorable takeover. 

 
II.   What control mechanisms could be adopted against corruption? 
 a)  By instituting reliable asset obtaining bidding processes.
 b)  Promoting strong, enforced policy on exposing conflicts of interest, comprising   
      acceptance of gifts and privileges by buyers.
 c)  Promoting use of toll free hotline so that if the situation arises of bribery any 
        employee/worker can easily call. 
      

III.   Outline the main benefits of using analytic procedures in audit process. 
a)    Valuation of the entity’s’ capability to continue as a going concern. This means the  
       auditor will be able to determine if the entity will go beyond Twelve months of its 
       financial year from initiation in comparison with its competitors in terms of performance.
b)    Signs of the possible presence of mistakes in finanancial statements. When the auditors  
       finds variances between the actual and the budgeted in performance this is an  indication 
       that these accounting errors in the records.
 c)   Inferences for audit testing and procedures, This is the final benefit of using analytic 
       procedure in audit process for it uproots any material blunder or anomaly if at all they    
       are there. For this process makes sure that important detailed tests of accounts are  
       verified and are error free.

IV.  What are the common rationalizations for a fraudster which tempt him to commit 
        fraud? 
  a)   I’m underpaid in comparison with what the organization makes as sales.
  b)   I have never been promoted despite having worked for the organization for a long period  
        of time.
  c)  I just borrowed from the company though unauthorized but I will replace it since no one  
        has noticed and no one will ever know.
 d)    Management does not fire or escalate the case to police instead it has to recover from the  
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V.  Outline the important points to be considered when evaluating fraud risk factors.    a)   Make sure that you carry out all procedures with professional skepticism.
b)   Ensure that all records are available and must be verified though you may trust custodians          
      or the staff responsible.
c)   During the appraisal of documents make sure that deception techniques are scrutinized     
      and verify the likehood of false documents.
d)  During the examination of documents ensure that you are alert of any possible indicators      
      of red flags which might require further verification.
VI.  Analytic procedures are used throughout the audit process for three primary    
      purposes. What are they? 
a) Primary Analytic Measures; this helps to gather knowledge about the entity and points to high risk areas of audit procedures like the nature, timing and extent.
b) Functional Analytic Measures, this deals with gathering of audit evidence and   
evaluation of account balances.
c) Concluding Analytic Measures, this assesses the respectability of audit concluded in 
overall assessment of the demonstration of financial statement.
                                                                                                                                         
2   ‘Circumstances may exist that create opportunities for management or other staff to  
       commit fraud’. Discuss
a) Lack of motivation; No promotion or salary increments for long serving employees,   
being static at the same position and overtaken by later employees in service.
b) Staff under pressure; unbearable financial demands like rentals, lavish kind of life    
style forcing you to leave beyond your means.
c) Absent or unsuccessful controls; No or inadequate controls of accounting systems,  
staff taking advantage and using it for their personal gains.
d) Inadequate assignment of responsibilities, failure to segregate duties e.g. one person  
raises payment voucher, cheques, authorizes invoices, does bank reconciliations, signs cheques etc.
e) Inherent in the type, size or structure of the business; Due to complexity of say  
organization chart hierarchy of business organization not been followed as a result 
of short cuts in the system creates loop holes for fraud within the system which can be difficult to discover.
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? 
a) The auditor will ask management if it has any knowledge of any fraud, whether related to economic reporting or to asset misappropriation, commited, unproven or doubted that could result in material misrepresentation of entitys’finanacial statements.
b) Ask if the management has received any letters or communications about fraud from  
employees, former workers,preditors, short sellers or other concerned parties
      c)   Managements perception of the risks of fraud in the company.
      d)  Ask management how it monitors programs or controls which are in the organization.
      e)  The auditor should ask how management communicate its views on business practices  
           and ethical conduct.                                                                                                                              
                                            Case Study   	
                                                           
 1.  What type of evidence do you think the expert would have gathered for his report? 
      The Forensic Expert must have used the RICO(Racketeer Influenced and Corrupt    
      Organization Net Worth Theory to exonerate the man in remand prison as the computation 
      indicates below:   
                                   
                                                RICO Net Worth Theory
          
             Year One                                                  Year Two
                 Assets                                                    
                 Less: Liabilities                                      Less: Liabilities
                 Equals: Net Worth                                Equals: Net Worth
                                                                                 Less: Net Worth Year One
                                                                                 Equals: Net Worth Increase
                                                                                 Add: Personal Expenses
                                                                                 Equals: Legal Income
                                                                                 Less: Legal Income
                                                                                 Equals: Illegal Income

    The expert must have scrutinized; Assets, Liabilities, Personal Expenses, any legal  
    Income upon verification could have amounted to illegal income. RICO theory proves 
    increase in net worth for each succeeding year and personal expenditures are included.
 
   To each succeeding year increase in net worth amounts to illegal income. In this case, the 
    method is applicable though the final result of assumed computation must have been 
    negative. 
   
2.   Which documents could have helped the forensic expert in gathering evidence? 
 a)   Title Deeds, for the estate property owned.
 b)   Purchase Invoices, for the materials used to construct say houses.
 c)   Contracts of Sale and copies of offer of sale letters for the property.
 d)   Utility Bills, like Water/Electricity/Waste etc.
 f)   Property Taxes/State Income Taxes if any submissions or payments are done to the Inland 
       Revenue Authority.
g)  Toll calls, can help tie the target to other individuals as well as offer leads for additional 
      financial information.
h)   Vacations/Trips, this shows the kind of life style the accused leaved by looking at 
      lodgments and fuel receipts.
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