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	1. Question 1:
Question 1.1 Explain the term fraud risk factors:
· In general fraud risk is approached in three stages in a corporation, namely prevention of fraud, detection of fraud and response to fraud.
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There are three main types of fraud risk factors in relation to financial reporting issues, referred below:

· Administration features refers to the policy and corporate culture in place to prevent, detect and respond to fraud, financial reporting as well as internal control environment and:

- This will also include areas such as management’s participation in fraud prevention, detection and response initiatives;

-  Additional appointment of finance / administration staff on a regular basis;

-
Treatment of performance bonus payments for Executive Management for     achieving company goals etc;

- Irregular relationship between administration and external auditors
- History of securities abuses.
· Industry features are related to the regulatory and financial environment in which the company operates and: 
-
Regulatory and accounting or requirements that change often;  
-
Competition amongst industry participants;

-
Saturation of market;

-
Forceful accounting policies etc.

· Functional features and financial steadiness includes issues such as:

-
How difficult the transactions are and include items such as environmental issues;

- Transaction localities; 
- The companies productivity and payments etc;

- 
The Forensic Accountant will search for clues such as significant economic failure, hostile take over and pressure to increase earnings / assets.
Question 1.2

What control mechanisms could be adopted against corruption?
· Implementation & Deployment of Anti-Corruption Policy:  Senior Management should sign off and deploy an anti-corruption policy that outlines company “tone at the top” and rules in regard to anti-corruption.  A strong, enforced policy on exposing conflicts of interest, comprising acceptance of gifts and privileges by buyers.
· Implement Anti-Corruption Training: Senior Management as well as staff should get training.

· Implement Anti-Corruption Whistle Bower Hotline: As part of the anti-corruption policy, incident s involving alleged bribery and corruption should be reported. Conflict of interest issues and alleged fraud may also be reported on this line. Formation of a hotline and ensuring that sellers are aware of the hotline and will use this is any worker approaches them for a bribe.
· Implement Yearly Anti-Corruption Audits: As part of the anti-corruption policy, yearly anti-corruption audits should be performed. 

· Scope of Yearly Anti-Corruption Audits: As part of the anti-corruption policy, yearly anti-corruption audits should be performed on higher risk areas such as. 

Area 
Type 
Procurement 
IT Equipment Contracts 
Procurement
Fixed assets
Procurement 
Raw materials
Procurement
Inventory
Area 
Type 
Sales 
Sales contracts to Government entities (“FCPA”)
Sales 
Sales contracts to higher risk countries & companies (“UK Bribery etc”) 
Staff 
Type
Procurement Director 
Establish if the staff member signed conflict of interest certificate prior to engaging in tender committee approvals 
Procurement Manager 
Establish if the staff member signed conflict of interest certificate prior to engaging in to invoice acceptance and approval
Procurement Officer
Establish if the staff member signed conflict of interest certificate prior to engaging in to invoice acceptance and approval
Production Manager 
Establish if the Production Manager is sitting on the tender committee and establish whether he may have been influenced (or bribed) to vote for a specific supplier 
Gift and Donations Register  
Type 
Staff gift declared 
Did all staff declare gifts?
Donations made 
Did the CFO / HR declare all donations?
· Analytical measure: Identify any unusual transactions or trends that may require further review through advanced analytics.

· Asset balance trending: Establish if any unnecessary assets were bought, etc. Check for inventory write-offs which will enable the subject to purchase more from a supplier.

Question 1.3

Outline the main benefits of using analytic procedures in audit process:
· Effective logical measures that can be examined to extract unforeseen relationships or higher risk areas.

· Separate the high volume information that requires further investigation and analysis for example, a detailed examination of the trade receivables account.
· Identify anomalies spikes in payments to a certain supplier over a certain period of weeks where productions don’t require so much raw material or transport cost.

· Ring fence over stated income etc, or material misstatement in regards to revenue recognition.
Question 1.4

What are the common rationalizations for a fraudster which tempt him to commit

fraud?
Fraudsters often try to rationalize their acts by developing excuses and in some instances they believe themselves after a while and below are some typical rationalizations:

Area 
Rationalization 
Management Governance of Risk failures
Management doesn’t correct deficiencies, and does not take serious action when small events occur
Believe it is just short-term
Believing that its not fraud, will borrow and put back
Collusive participation and reward for fraud 
I some instances management approves these types of transactions, rewards risk taking and promotes individuals that helps companies achieve maximum revenue by any means possible
Company benefits and no ones is hurt 
Immaterial for the company but big   difference from public offerings
Believe , “I earned this”

Individual didn’t get promoted or raise and commits fraud believing he earned it etc

Question 1.5

Outline the important points to be considered when evaluating fraud risk factor:
· Fraud risk factors should be estimated in context 
-
Establish and understand the business. For example, is the commodities trader a 

New trader or was there a big fluctuation in commodity trading markets when the irregularity occurred. Was it intentional or negligent in the current market condition etc.

-
Obtain an overview of the financial in which it operates; and

-
Regulatory controls and whether they are efficient.

· Facts or circumstances that may be important for fraud risk factors in one context may have less importance in another 

-
Large blue chip companies have big corporate governance teams in place 

-  Smaller mid sized companies will have less sophisticated corporate governance in place etc.

· Internal Controls can be circumvented by management 

-  Carefully constructed fraud controls may lower the potential of fraud occurring;

-
Through collusive management practices, management could manipulate internal controls n order to circumvent Group procedures or to speed up ad cut corners around certain finance policies which may result in fraud.

· Prevention, detection and response to fraud is not one time, its continues
-  Fraud prevention should be steered and directed by senior management on a 

daily basis;

-
Fraud detection should be escalated as soon as possible;

-
Fraud response should be deployed immediately;

- Material misstatement resulting from fraud should be observed by forensic accountants and auditors as a potential high risk.
Question 1.6

Analytic procedures are used throughout the audit process for three primary purposes.

What are they?
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· Primary analytic measures observe high-risk areas for audit procedures, including the nature, timing, and extent etc.
· Functional analytic measures are used to obtain audit evidence to evaluate account balances.
· Concluding analytic measures are used to assess the respectability of audit that was concluded in overall assessment of the demonstration of the financial statement.
2. Question 2:
Circumstances may exist that create opportunities for management or other staff to commit fraud, discuss:
The three situations that are always present in a fraud are:
· Pressure or incentive
· Opportunity 

· Rationalization or attitude
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Opportunity for management and other staff to commit fraud:
· During daily business many opportunities arise to commit fraud. Some are due to pressure and other are due to incentive. For example, if a commodity trader looses      £ 100,000 on his trading deals and does so every month, he will get a bad rating. 
· In many instances these traders hide trading losses and cook their books due to the pressure of loosing their jobs or due to the pressure of getting a bad bonus.

· Absent or lack of internal control may provide a better opportunity to do so.
· Foreign country subsidiary operations are also more susceptible to fraud due to a lack of oversight. 

· Risk factors in regards to falsified financial reporting may include:

Risk factors in regards to falsified financial reporting
Type of the industry in which the company is working

Nature of the entity’s business transactions it enters into

Balance sheet or the profit-and-loss account recording practices.
Deals with suppliers and clients and

ability to manipulate or dictate terms may create opportunity
Levels of seniority and responsibility / higher level of judgment will give rise to a bigger opportunity for purposeful manipulation
Governance of risk and independent corporate governance functions such as the non executive directors, audit committee and administrative boards
The degree of stability and complexity of the entity or group
Internal Control environment 

Information technology, internal audit, and accounting employees as well as the effectiveness of reporting and accounting structures.

· Asset abuse such as company vehicles and credit cards are also susceptible to abuse. The credit is available and can be easily abused if a staff member has a gambling problem.
Vulnerability of fixed assets, records, or other assets to misuse, based on variables such as value, demand, transportability, and convertibility.

Flaws in the controls designed to protect assets, such as authority, assignments of duties, employee screening, physical controls, settlements, and other accounting controls.
Example case of management members who had opportunity to commit frauds is: Sumitomo Bank Scandal in the late 1996.

Overview of financial crime committed: Sumitomo Bank
· In the period 1986 to 1996, employee Yasuo Hamanaka was a metals trader at Sumitomo Bank in Japan.
· Over a period of 10 years, he had forged the signatures of two of his superiors in letters written to foreign traders.
· Hiding unauthorised trades for 10 years.
· Fraudulent commodities trading loss amounted to US$ 1.8 billion.
· Trading in metals (copper).
· Worked for Sumitomo Bank Japan for more then 10 years.

· Jailed for eight years in 1996 after admitting to a 10-year career of unauthorized trades.
Overview of flaws in the controls designed that created opportunities for fraud and financial losses in the Sumitomo Bank scandal:
· Management didn’t notice that Hamanaka forged signatures, nor any losses.
· Authority and assignments of duties in regard to checking of commodity trade deals and sign off was not performed and or his managers ignored the red flags.
· No manual or automated monitoring of deals and losses was performed. 

· No automated deal monitoring took place and they could have used, Scenario spotters such as Mantas Analysis. An example of this type of fraud monitoring system is MANTAS. 
Bankers can use this function to detect suspicious transactions that might be proceeds of fraud transactions or money laundering transactions automatically.  Mantas Inc. has embedded in the authorisation path, pre-programmed scenarios that attempt to match financial transactions flowing through the bank account, with the pre-programmed scenarios. The following list of scenarios represents a portion of the behaviours that can be identified (Mantas Inc, 2004:2).

Fraud detection and behaviour-detection techniques such as data mining, data visualisation, and statistical analysis have been used successfully in the financial services industry.  Mantas Inc. solutions have been used by the US NASDAQU exchange to monitor trends and by several banks, such as Merrill Lynch Bank, to analyse transactions and equity trades (Mantas Inc, 2003:3).  
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Example: Mantas Fraud behaviour detection platform Source: Mantas Inc (2004:2)

This is some of the advanced analytics tools that can be used by forensic accountants in order to pinpoint areas of concern. Once the areas of concern are isolated, further forensic reviews can be initiated through a pre-defined audit program in the identified area of business.
In conclusion, even if opportunity is created to commit fraud (through various way), the general control environment, including the effectiveness and continuity of information technology, may decrease the occurrence of fraud, especially in larger organizations.

3. Question 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?

· Governance of risk (fraud - does management steer and direct fraud prevention, detection and response? 

· Oversight of fraud control programs - who is responsible for the oversight of fraud in the company?

· Governance of risk (fraud) communications - Ethical conduct and the communication of governance of risk, how does management deploy this?

· Monitoring initiates (fraud) - Processes in regards to monitoring, how does this work?

· Fraud prevention initiatives - What programmes are in place to prevent, detect and respond to fraud?
· Management have knowledge of any fraud - misrepresentation of the entity’s financial statements and knowledge of fraud, proven or not proven who holds responsibility for this?
· Materiality & fraud - knowledge of fraud irrespective of the materiality?
· Whistle blower reports or letters - Has the management received any letters or communication about fraud from whistle blowers or other sources and how was that treated?
· High risk accounts for fraud - Is there any account balance or class of transactions that are higher risk?
· Subsidiary risk & high risk fraud locations – Is subsidiary adequately monitored and are there high risk locations? 
· Withholding of information in regards to fraud – Was any staff member asked to withhold information, change or make false entries? 
· Audit Committee escalations of suspected fraud- Material misstatements due to fraud or other high risk issues, how was this escalated to Audit Committee? Issues such as control environment, control activities, monitoring actions, risk assessment process, information and communication systems.
· What is the audit committee’s rating in regards to fraud?

· Does the audit committee suspect any fraud?

· Hoe does the audit committee deal with fraud?
4. Question 4: Case Study 
Question 4.1

Type of evidence gathered for the forensic report may include:
· Interviews with relevant parties. 

· Documentary evidence,   

· Electronic evidence.
Question 4.2

Which documents could have helped the forensic accountant to gather evidence?
· Declared income to the tax authorities. Perform analysis.

· Land search / Land Title Deed document illustrating the value of property at date purchase.

· Extract from land registry office depicting whether the properties are under bank bond or not. And if under bank bond, illustrating how much deposit was paid.  

· Extract of property bank bond depicting the flow of credits in to the bond account.

· Perform asset ratio analysis.

· Husband and wife salary income statements. Perform analysis.

· Husband and wife expenses statements. Perform analysis.

· Perform a net value calculation (income minus expenses) and compare this versus the monthly deposits in to various property bonds.
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