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1. Give  short answers for the  following questions:

· Explain the term fraud risk factors’.

Fraud risk factors enhance auditors to identify risks that may result in a material misstatement due to fraud. It is the key responsibility or obligation of the auditor for planning and performing an audit in order to obtain assurance to determine whether financial statement are accurate and do not have material misstatement. The Statement on Auditing Standard (SAS) No. 99 in the USA requires auditors always to considers the presence of fraud risk factors concerning audit of client.

The Statement on Auditing Standard (SAS) No. 99 grouped fraud risk factors in the following three categories:

A. Management characteristics: that is management motivation to ensure that financial reporting on fraud are carried out and their involvement in setting some accounting principles and financial estimates for the business organization.
B. An industry characteristic again is also one the fraud risk factors and deal with the economic and regulatory aspect of the environment in which the business entity operate. These economic and regulatory aspects include market saturation, new financial regulations, increased competition, etc. in order to keep the business running.
C. Operating characteristics and financial stability which relate to the nature of the business, its financial transactions, locations where transactions are recorded and disbursement are made, the actual geographic locations of the organization activities, the profitability of the company and its financial condition.
In the nutshell fraud risk factors in an audit is important since it is central to what is termed the audit expectation gap




· What control mechanism could be adopted against corruption?
Corruption is the abuse of bestowed power or position to acquire a personal benefit. Corruption is the second major type of occupational abuse or fraud committed against organization. Corruption is one of the oldest white-collar crimes. Corruptions can be broken down into the following four scheme types: Bribery scheme, Conflict of interest schemes, Economic extortion schemes and, illegal gratuity schemes. Some of the control measures that could be adopted against corruption are as follows:

A. There should be transparency and integrity in the any bidding process involved in asset procurement.
B. Hotline for tips should be established to enable vendors to report or complain should they be approached by someone seeking to bribe them.
C. There should be a strong policy on the total disclosure of conflicts of interest or receipt of gifts by employees.
D. Always rotate employees through different vendors assignments
E. Always examine the expenditure trends and analyze the reasons for the increase in a declining trend, the purchase of unneeded items or the needed items at a higher price. 

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

Analytical procedures are comparisons of recorded amount to expectations developed by the auditor. For exam, assume that an auditor audits a company in an industry that, during the current year, has experienced difficulties as a result of a downtown in the company in the economy. When the auditor begins the audit of the current year, she/he has a reasonable expectation of encountering a lower level of sales. If, however, recorded sales are higher than the auditor’s expectations, she/he would most likely investigate this unexpected result to determine whether the higher level sales are not materially overstated. The main benefits of analytical procedures in audit process are as follows:

A. Analytical procedures help to assess the company’s ability to remain a going concern.
B. Analytical procedures also help to indicate errors in the company financial statements.
C. Analytical procedures enhance implications for the detailed audit testing and procedures
D. Analytical procedures can help in identifying unexpected relationship.


· What are the common rationalizations for a fraudster which tempt him commit fraud?
Fraud perpetrators need a way to rationalize their actions as acceptable. Among the common rationalization for a fraudster which tempt him  to commit fraud are as follows:

A. I am only borrowing the money, I will give it back when my financial situation get better or improve
B. Management is not honest so why I should be
C. The company overlooked my hard work and promoted someone else, so I deserve this.
D. The does not pay me enough and may fire me soon, so my fraud may make up for the benefits that the company is eliminating.
· Outline the important points to be considered when evaluating fraud risk factors.   
Among the important points to consider when evaluating fraud risk factors are the environment in the business is operating, the business entity or organizational structure and culture of the company. The internal control of the company should also be considered. Again the presence and effectiveness of how to mitigate and reduce risk of fraud should be considered.

· Analytical procedures are used throughout the audit process for three purposes. What are they?
· 
The three purposes of the  analytical procedures throughout the audit process are:
A. It help in providing into the organization and raise or point out high risk areas in order that the timing and extent of audit procedures might be determine.
B. Used in evaluation of financial statements and assess whether audit conclusion are correct or not.
C. Carry out final assessment of financial statements and assess whether audit conclusions are correct or not.

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

Perceived opportunity is a situation where people believe they have a favorable or promising combination of circumstances to commit fraud and not be detected. Fraudsters always commit fraud based on the opportunity that exists and perception of the fraud committed by the perpetrator is done without impunity. And always there exit circumstances for the one who is willing and able to commit fraud. Moreover, such circumstances may also enhance or tempt a staff member or employee who is not dishonest to commit fraud. Factors that contribute or provide the opportunities for fraud includes weak or ineffective controls, poor division of duties, lack of supervision by managements, lack of organizational ethics, weak accounting and physical control and sometimes the nature of the business also provide opportunity for management and other staff to commit fraud. 

3. SAS No. 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 Statement on Auditing Standard (SAS) No. 99 in the USA requires auditors always to carry out inquiries with management and the following are the questions an auditor should ask the management:

A. Is the management aware known of any alleged, suspected or perpetrated financial misstatement or asset misappropriation that might have resulted in material misstatement in organizations financial statements?

B. Is management aware or known to any perpetrated or alleged fraud regardless of materiality?

C. Did management receive any letter or other communication by ex-employees, analysts, etc, alleging fraudulent activity?

D. What are the risks of fraud in the organization according to the management 

E. What are some of the specific areas, transactions or accounts has the management pointed out as being vulnerability to fraud and what are the reasons behind this fraud risk. 

F. What program or internal control mechanisms has the management put in place to mitigate the risk of specific fraud or to deter fraud? And management views on ethics and business morals and how management communicates to employees.






CASE STUDY

1. What type of evidence does think the expert would have gathered for his report?

Once a fraud investigation has been launched, the evidence collection process begins. Generally, evidence is anything (including tangible objects, documents, and testimony) that pertains to the truth or falsity of an assertion made in an investigation or legal proceeding. The general source of evidence in fraud investigation includes physical evidence, document evidence, observations, and interviews. Evidence represents facts or representations of facts that can be used to convince a judge or jury of one party’s belief. For evidence to be useful in court, it must be relevant, reliable, and valid.

The type of evidence gathered by the forensic accountant or the expert for his report is document evidence. Documents including records in electronic format are the most often used type of evidence in forensic accounting investigations.  These types of evidence includes not only documents collected as part of the investigation but also those created by the forensic accountant such as charts, graphs, and other exhibits admitted into evidence as part of expert testimony. 

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

Documents which includes records in electronic format such as files that reside on hard drives, flash drive, and servers of computers are the most often used type of evidence that could have help the forensic accounting expert in gathering his evidence.

Also the forensic accountant or expert could have search public records to gather evidence. Documents like real estate records, court records, assumed name indexes and others can be of immense help in locating owners of assets and establishing connections between persons or business entities. Documents such as title certificates and deeds of ownership are usually maintained in the county in which the related real estate exist, these records or documents are beneficial because they identify current and past owners of property and in some other countries or states, includes the consideration paid for property. Again, tax assessor’s office maintains records or documents of the persons who pay property taxes on the real estate within the county. Current Co-Workers too can be of help. The forensic accountant can begin to collect this type of evidence by questioning co-workers and lastly, friends and acquaintances can also be question to gather evidence by the forensic accountant.
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