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Marking Criteria:
We expect the learners to write minimum one well-expressed point in three lines against each allocated mark. This means one needs to write 15 lines with 5 well expressed points to get high grades for a 5 marks question.
For high grades use examples and illustrations where appropriate. 
	Answer to Q1: Short questions: I

The term, fraud risk factors, is associated with the identification of high-risk areas and the assessment of the extent of risk towards fraud detection. According to SAS 99, the three main categories of fraud risk factors are management characteristics, industry characteristics, and operating characteristics (including financial stability).

Answer to Q1: Short questions: II

The challenge about corruption is that it is usually concealed by legal transaction. It is better to deter corruption instead of trying to detect it. Control mechanisms to deter corruption are focused on the promotion of all aspects within the procurement cycle, which can include as follows:
· Transparency and integrity in the bidding process involved in asset procurement
· Frequent rotation of employees through different vendor assignments.
· Using private fax machines and requiring the bids to be submitted to named individuals other than those soliciting the bids in order to prevent fraudsters informing their partners about lower-bidding competitors
· Establishing a hotline to enable vendors to complain should they be approached by someone seeking to bribe them
· Enforcing a strong policy on the total disclosure of conflicts of interest, receipt of gifts, etc.
· Corrupt schemes usually result in victim companies having to overpay for goods and services

Answer to Q1: Short questions: III

The main benefits of using analytic procedures in audit process include the following:
· Assessing the company’s ability to remain a going concern
· Indicating errors in financial statements
· Implications for detailed and effective audit testing and procedures
· Providing an insight into the company and point out high-risk areas in order that that the nature, timing and extent of audit procedures might be determined accordingly

Answer to Q1: Short questions: IV

Past research has shown that anyone can commit fraud. Fraud perpetrators usually cannot be distinguished from other people by demographic or psychological characteristics. Most fraud perpetrators have profiles that look like those of other honest people. Fraud perpetrators need a way to rationalize their actions as acceptable. It can be external as well as internal to the fraudster. Internal circumstances can be moral values and ethical behavior. External factors can include organization culture towards fraud, relationship between employees and the company, non-communication of organizational ethics.

Answer to Q1: Short questions: V

An effective fraud risk assessment should identify where fraud may occur and who the perpetrators might be. Therefore, control activities should always consider both the fraud scheme and the individuals within and outside the organization who could be the perpetrators of each scheme. If the scheme is collusive, preventive controls should be augmented by detective controls, as collusion negates the control effectiveness of segregation of duties.

Fraud, by definition, entails intentional misconduct, designed to evade detection. As such, the fraud risk evaluation should anticipate the behavior of a potential fraud perpetrator. It is important to design fraud detection procedures that a perpetrator may not expect, requires a skeptical mindset and involves asking questions such as: 
· How might a fraud perpetrator exploit weaknesses in the system of controls? 
· How could a perpetrator override or circumvent controls? 
· What could a perpetrator do to conceal the fraud? 

With this in mind, a fraud risk evaluation generally includes three key elements:
· Gather information to obtain the population of fraud risks that could apply to the organization. Included in this process is the explicit consideration of all types of fraud schemes and scenarios; incentives, pressures, and opportunities to commit fraud; and IT fraud risks specific to the organization
· Assess the relative likelihood and potential significance of identified fraud risks based on historical information, known fraud schemes, and interviews with staff, including business process owners
· Decide what the response should be to address the identified risks and perform a cost-benefit analysis of fraud risks over which the organization wants to implement controls or specific fraud detection procedures

Answer to Q1: Short questions: VI

Analytical procedures are used throughout the audit process and are conducted for three primary purposes:
· Preliminary analytical review – Preliminary analytical reviews are performed to obtain an understanding of the business and its environment (e.g. financial performance relative to prior years and relevant industry and comparison groups), to help assess the risk of material misstatement in order to determine the nature, timing and extent of audit procedures, that is, to help the auditor develop the audit strategy and programme
· Substantive analytical procedures - Analytical procedures are used as substantive procedures when the auditor considers that the use of analytical procedures can be more effective or efficient than tests of details in reducing the risk of material misstatements at the assertion level to an acceptably low level
· Final analytical review - Analytical procedures are performed as an overall review of the financial statements at the end of the audit to assess whether they are consistent with the auditor’s understanding of the entity. Final analytical procedures are not conducted to obtain additional substantive assurance. If irregularities are found, risk assessment should be performed again to consider any additional audit procedures are necessary

Answer to Q2:

Research reveals managers are responsible for 61% of all money taken from within companies, or £206m.

If fraud is usually an inside job, most of it is perpetrated by the bosses of companies involved, according to research by accountants KPMG.

Fraud committed from within organizations by management or employees made up 61% of the value of all cases in the accountancy firm's latest fraud barometer, covering the first six months of 2012.

One case involved a former head of counter-fraud operations at a bank, who committed procurement fraud worth £2.4m for personal benefit. The tough economic climate drives some fraud – cost cutting offers opportunities to commit fraud if oversight and controls are reduced – but recent cases have also been driven by a desire to maintain and even extend lavish lifestyles.

The opportunity to commit fraud is typically addressed through internal controls—if the proper checks and balances exist, it is more difficult (though still not impossible) to defraud an organization.

Some argue that internal controls are simply not enough to deter fraud. They cite two reasons: First, controls are supposed to provide only reasonable assurance. Second, there are few controls that cannot be overridden or circumvented by people with sufficient motivation.

The body of research into why “good” employees turn to fraud can be distilled into at least two important concepts. 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.

There are two separate but related theories about why employees commit fraud. The first is based on a 20-year-old Hollinger and Clark study of 12,000 employees in the workforce. It found that nearly 90% engaged in “workplace deviance,” which included behavior such as goldbricking, workplace slowdowns, sick time abuses and pilferage. On top of that, an astonishing one-third of employees actually had stolen money or merchandise on the job.

The researchers concluded the most common reason employees committed fraud had little to do with opportunity, but more with motivation—the more dissatisfied the employee, the more likely he or she was to engage in criminal behavior. A second theory about why employees commit fraud is related to financial pressures.

Answer to Q3:

The auditor should inquire of management about:
· Whether management has knowledge of any fraud or suspected fraud affecting the entity
· Whether management is aware of allegations of fraud or suspected fraud affecting the entity, for example, received in communications from employees, former employees, analysts, regulators, short sellers, or others
· Management's understanding about the risks of fraud in the entity, including any specific fraud risks the entity has identified or account balances or classes of transactions for which a risk of fraud may be likely to exist
· Programs and controls the entity has established to mitigate specific fraud risks the entity has identified, or that otherwise help to prevent, deter, and detect fraud, and how management monitors those programs and controls
· For an entity with multiple locations, (a) the nature and extent of monitoring of operating locations or business segments, and (b) whether there are particular operating locations or business segments for which a risk of fraud may be more likely to exist
· Whether and how management communicates to employees its views on business practices and ethical behavior
· Whether management has reported to those charged with governance on how the entity's internal control serves to prevent, deter, or detect material misstatements due to fraud



Answer to Case Study

1. There are Three Types of evidence as follows:
· Demonstrative 
· Testimonial 
· Physical 

In this particular case study, the forensic expert can consider demonstrative and testimonial evidence for production in court.

Demonstrative evidence might include 
· Pictures of all the properties acquired and neighboring properties
· Maps to locate the properties which can provide an idea on the attractiveness of the region with respect to the cost of property there

Testimonial evidence can include 
· Expert valuation report of the properties acquired based on market value and recent purchase and sale value of similar properties in the neighborhood
· Bank report to confirm the equity that was given by the man to secure funding which may have been used to acquire legitimately

2. Documents that could have helped the forensic expert in gathering evidence are as follows:
· Deeds of all properties acquired and sold
· Valuation reports of properties acquired and sold
· Bank statement
· Source of fund to acquire first property supported by a donation deed if obtained in cash
· Audited financial statement from the date of first acquisition showing the profit and loss made up to date of case
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