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          ANSWERS 
1. 
I. THE TERM ‘FRAUD RISK FACTORS’

Fraud is very difficult to detect due to material misstatements however the auditor may identify events or conditions that indicate altitude/rationalization, opportunities to carry out frauds, or incentives/pressure. These kinds of events or conditions are referred to as ‘fraud risk factors’. Therefore the auditor should use his or professional judgment to see if a risk factor is present or not. There are a good number of factors that make it more likely that fraud is occurring in an or company, firm etc. and these fraud risk factors include the following;
PRESSURES
· Level of dissatisfaction. If workers are not happy in any organization or company, they will definitely engage in fraud activities without any doubt for example when a company eliminates bonus, reduce benefits and lack of promotions.
· An expectation from management or investors is another factor. In some organizations managements only gives bonuses only if their targets are met. Investors do ask for some financial results or performances. All this will increases the high risk of financial reporting fraud.
· Owners of the business or in fact the management would make some guarantees about the company debt. This would make them have pressure to even report certain things which are not supposed to be there.
· Changes in technology is also another factor
               NATURE OF CONTROL ENVIRONMENT
· Some companies do not have internal audit functions and as a result of this, it becomes very difficult to detect fraud
· Depending on how big the company is e.g. the mines, they involve huge transaction and where the actual cost of products they want to purchase is not known, employees find it very easy to manipulate the figures so that they too can benefit from this transaction.
· Lack of proper documentation in place. Due to this fact, employees convince themselves that they will never get caught because of poor documentation. A very good example is what is happening at my aunt’s business. She orders vehicle spare parts from South Africa and her business is doing so well but to my surprise, there is no proper documentation or proper filling of receipts, bills etc. she is just interested in nothing but cash only. The business does not have an electronic record system. This is so dangerous because it encourages employees to commit fraud. As the business owner she was also supposed to know how much income the business receives and the expenditures.
· Some unfortunate companies do have certain individual who would dominate the entire management team and the board members. As a result of this, it is obvious that this person will engage in a very bad behavior and will harm the company.
· Separation of duties. It is very important that at least two people are involved in carrying out transactions of the company so that they can be checking on each other like what is happening at my work place. Three different people will have to sign the check request form and approve and then two of them will sign the check to be withdrawn. Failure to this, there would be high chances of committing fraud.
NATURE OF ITEMS
· The size and value of the item matters. e.g.  Gold, diamonds, computer chips and fixed assets which are small in size, marketable or lack identification of ownership etc. these items are small but they are of high value. Employees can easily take them out of the working premises and go sell them. Therefore it is so important not to keep such items within the premises.
· It is never good to keep huge sums of cash at a working place because it results in employees committing fraud e.g. where I am working from there was a tendency of keeping huge amounts of cash. During the weekends, one of the management team used to get some cash without the knowledge of the accountants. When it was noticed, that person had stolen a lot of money. The system changed and cash was now taken back to the back and now the risk of losing money has been reduced.
· When some goods are ready for market, employees will definitely commit fraud.
     It is well known that the presence of these three elements of the Fraud Triangle namely opportunity, pressure and rationalization increases employee fraud in each and every organization.

II. CONTROL MACHANISMS WHICH COULD BE ADOPTED AGAINST CORRUPTION
Corruption means soliciting, accepting, obtaining, giving a promise or offering a gratification as a way of bribe or other personal temptations or inducement, misuses of public office, electro malpractices, nepotism, fraud etc. However, a corruption is a serious problem every country faces. It affects the economic and political reforms, accountability, transparence and good governance. Corruption exists in both the private and public sectors. Since corruption is so hard to fight therefore it is a duty of each and every individual to see to it that corruption is prevented. People should be well educated on the dangers of corruption in a society even those who hold who hold public offices so that there can be accountability, fear and heavy costs they have to pay when they are convicted of corruption. Therefore, a society can only have zero tolerance of corruption when strong and serious controls are put in place and implemented.
       The following are some of the control mechanisms which are of great help to the society;
· Hotlines should be put in place.  Employees, employers, ordinary people should know about the hotlines so that they can be reporting some corruptions activities which take place be it in their communities, work place etc. A person can fear to report to the relevant authorities because of safety reasons and not wanting to be identified so hotlines are of great help in the fight against corruption.
· The bidding processes should be clean. There should be an independent committee which will be responsible for bidding process otherwise single sourcing will be occurring which is a bad thing. A very good example is a case which is still in court here in Zambia where the son to the former president Mr. Rupiah Banda by the name of Andrew is accused that he used to single source contractor of road projects and he was earning 10% of each and every road contract given. However if the bidding process is poorly done, this can be the result.
· A deliberate policy of exposing any conflicting interests should also be put in place like giving of gifts etc. Another example on this point is that of the current Labour Minister Mr. Shamenda. What happened is that one day he gave unexpected visit to the Dangote Company. The reason for the visit was to go and check the safety of the employees, hear their problems in terms of conditions of service and so on. After the visit he exposed the management of Dangote that they gave him a brown envelop which contained money as a way to bribe him because he was not happy with what he saw. Workers had no safe boots and that their conditions of service were so poor.
· Employees should be replaced when it comes to dealer assignments. The same employee should be in one place or position because there will be a high chance that he or she will create a relationship with a supplier and bribes will take place.
    The anti-corruption should also carry out some other preventive functions by sharing and disseminating information through audio-visual aids, posters, pamphlets, booklets, newsletters, calendars, stickers, and radio and television programmers. Time to time the anti-corruption agency should be meeting with the government and non-governmental organizations to discuss and find new solutions which will curb corruption 
   Fighting corruption is difficult but not impossible. The most effective way to fight it is to address its sources rather than its symptoms.

III. THE MAIN BENEFITS OF USING ANALYTIC PROCEDURES IN AUDIT PROCESS
   It is important that analytical procedures are performed during the planning stage of the audit because by doing so, the auditor will achieve some benefits and make his or her job easy. The benefits of using these procedures are as follows:
· The auditor will be able to look for possible signs of the presence of mistakes in the financial statement.
· With careful analysis the auditor will be able to know if the errors were just normal or they were just deliberate.
· Will help the auditor to point out areas which have potential risks so that these areas can be given attention.
· The auditor will be in a position to know if the entity will continue to run in a foreseeable future which is ongoing concern
· Analytical procedures will also help the auditor in planning the nature, timing and extent of other auditing procedures
· They benefit the auditor to obtain the audit evidence for that particular case
· The procedure will also help the auditor avoid misunderstanding with the client.


IV. COMMON RATIONALIZATIONS FOR A FRAUDSTER WHICH TEMPT HIM TO COMMIT FRAUD
I order for fraud to take place, all three elements which make the fraud triangle must be present. These elements are pressure, opportunity and rationalization.
PRESSURE - Fraud will always occur when a person has got financial pressure e.g. maybe he cannot pay his bills, wants to keep up appearance, he wants to own a nice and very expensive car, addicted to gambling etc. Because he cannot buy or pay his bills from his pay, a person will have pressure and this will lead him to commit fraud.
OPPORTUNITY – An opportunity comes because someone has got power e.g. the same person is a manager, he is the one who authorizes payment, he signs the cheque, he keeps cash etc. This person will commit crime and he or she will keep it as a secret as he does not think he will be caught or they don’t believe that their activities will be detected
RATIONALIZATION – Rationalization is the most important element in fraud activities. The fraudster will rationalize away their dishonest actions and some of the rationalizations are as follows:
· I am only borrowing the money and in the due course I will pay it back ( the most common one)
· The organization has owed me my money for too long now
· I have failed to find other sources to solve my problems and so this is the only solution
· The manager stole and no one noticed
· My colleagues have been promoted and why not me
· The internal controls in this company are so weak
· The management team is so weak such that they depend on me
· I am only getting the money and am not hurting anyone
· If I cannot have certain things my friends will laugh at me
· I will balance up the books after this recession
· The company under pays me
· I need this money to go and help my family
· The company didn’t pay for my medicals when I was sick and now it’s time to settle the scores
· I am entitled to this money also
· If the company does bad things and nothing has happened why can’t I also steal
    Rationalization is the simplest way of committing fraud because perpetrators would want to steal in a smartest way possible. Even after being caught they feel they are still honest people around.
   However the following can Controls can be of great help to reduce fraud in organizations, firms and so on and these are:
· Only sign a cheque which is backed with clear evidence e.g. .receipts
· Do not keep huge cash in the premises
· During the bidding process allow many bidder to choose from
· Make sure you pay attention to some figures on a bank statement
· Be careful with an employee who doesn’t want to go on vacation
· Have lockbox  if it’s possible
· Employees should be reviewed from time in case they have some criminal records
· Have some cameras inside the building and outside
· Give surprise visits to employees desks without them knowing to see what they are doing, are they working or they are just playing
· Have a strong tracking system for inventory because employees can take advantage of this
· Any payment should be approved by someone
· Have different people to on a cheque
· Use security cards to enter certain offices so that not everyone should enter that place
The list of controls is long but the few mentioned above can help if they are put in place and implemented in a company or firm they can prevent fraud to take place

V. IMPORTANT POINTS TO BE CONSIDERED WHEN EVALUATING FRAUD RISK FACTORS

There are a good number of points which can be considered when fraud risk factors are being evaluated and these are as follows
             (a)
· The auditor should know if the management is aware of fraud and if at all they understand it and if there is need to educate them on this matter
· He or she would want to know what kind of controls are in place to prevent fraud
· Meet the internal committee, employees and see what work they are doing
· Does the internal control committee receive reports of fraud from within or outside
(b)
·  Consider the size and the structure of the company
· Find out about the competition the company is facing
· Consider existing internal controls to detect fraud
· Consider the environment in which the company operates from
· See if there are new accounting or regulatory provisions
· Are there new accounting systems in place
(c)
· Consider how the payments are doing
· Will the company continue to run for years to come 
· The productivity levels
· Does the company has pressure to purchase new assets, if so how is it done
· What assets does the company has, are there small in size but of high value because if that’s the case, then those assets will be vulnerable without doubt
· Consider how the cash is handled etc.

VI. THE THREE PRIMARY PURPOSES FOR ANALYTIC PROCEDURES

     It is important that analytical procedures are performed during the planning stage of the audit and also during the audit as this will help the auditor to focus on areas which need attention. The procedure will also help the auditor avoid misunderstanding with the client. However there are three important analytic measures which can be used during the course of the audit process namely; Primary, Functional and Concluding.
· PRIMARY ANALYTIC MEASURES
These measures are used so that an auditor can have a better understanding or knowledge on how the company operates because the nature of the business or industry can affect the business risk and the risk of material misstatement in financial statements. He or she should tour the company and the offices so that he can know nature of products produced and the technology used so that he can know the cost of producing them and so on. The auditor must therefore know the measures put in place by the client in case there is theft or fire on inventory as this will help him to know whether the client has strong internal controls or not.
· FUNCTIONAL ANALYTIC MEASURES
After getting the audit evidence, it is important to evaluate the account balance or classes of transactions and read financial statements, perform ratio analysis as this helps to know how the company is performing.
· CONCLUDING ANALYTIC MEASURES
This is a final analytical procedure which is used as an overall review of the financial information in the final stage of an audit.
  It is also important that the auditor carries out a company valuation to see if that company will continue to run in a foreseeable future or whether the company will be able to run as a going concern.

2. CIRCUMSTANCES WHICH MAY EXISTS THAT CREATE OPPORTUNITIES FOR BOTH MANAGEMENT AND OTHER STAFF TO COMMIT FRAUD

For fraud to occur, an opportunity must be present. The following circumstances should lead the commission of fraud and these are the incentive to commit fraud, opportunity, and the ability to rationalize the fraud. Circumstances may be present which will create room or opportunity for the management or other staff to engage in fraud activities.
  However the way the management commits fraud in any organization is so different from the other staff member. For other members they will have reasons to commit fraud such as he or she has got bills she cannot settle, need to feed the family, wants to compete with other friends etc. A fraud will then take place because he doesn’t want to be embarrassed in any way.
  A red flag can then be raised if the following is discovered
· When a non-manager got a loan that he cannot service
· High cost of child maintenance after the court proceedings
· If it is discovered that the wife or husband or even a child is believed to have engaged in criminal activities
· The employee never takes leaves or vacations
· The employee has alcohol addiction
· Or if the employee has lost a job
       On the other hand, managers commit fraud may be because of the way they are treated e.g. different department are given different targets to meet. You meet the target on time and the more bonuses you will receive. The other point is to see which manager was within the budget and which went off the budget. This is done by comparing the budget and the expenditures of the organization. Those who went off the budget are given less or no bonuses at all. This is because those in high positions get low salaries and get more in bonuses and so if he performed very badly, he knows that he will not get his bonuses and this will result in him committing fraud.
   These opportunities come about may be
· The internal control are so weak
· The management is so much concerned with what is happening or there is no supervision
· One person is handling so many tasks
· Yes controls are there but the management does not implement them.

3. TYPES OF QUESTIONS AN AUDITOR SHOULD ASK THE MANAGEMENT
Statement on Auditing Standards (SAS 99) is an auditing statement issued by the Auditing Standards board of the American institute of Certified Public Accountants. This requires the auditor to gather information necessary to clearly identify possible risks of fraud. To achieve this, the auditor will ask the management using the following questions:
· Do you have any knowledge of fraud or suspected fraud affecting the entity?
· Do you understand fraud or are you aware of it?
· What types of controls have you put in place to prevent fraud?
· Do you have an internal audit committee in this organization?
· Are your employees made aware of their responsibilities regarding their ethical behavior?
· Did you at any time receive a letter or information about fraud from your employees, retired workers, customers etc.?
· What are some of the fraud risks that you have identified?
· How do you as the management seriously monitor the progress of the controls that you have put in place?
· How do you monitor some sections of this company?
· Is anyone hiding any information that is so important?
All these questions are very important because they help the auditor to ununderstanding in what the management has put in place to prevent fraud and so on




CASE STUDY 

[bookmark: _GoBack]    1.  This man was just a cleaner therefore he convinced himself that no one can suspect him of committing fraud because of his position in the factory. And the fact is that he had financial pressure to support his family’s lifestyle. Therefore there is a high chance that he was involved in some fraud activities at the local factory
2.
- The forensic expert should look the bank statement as it will show where the money came from and how he used his money
- The receipts from the sale of his properties
- The documents which were signed when he sold and purchased properties
- His cheque books
- His diary
- Files
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