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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. 
	Please insert your completed assignment ( in word format)  here:



Question One
i. Explain the term ‘fraud risk factors.’
Fraud risk factors are 
· Management characteristics which are how the management is involved in the setting of the principles and targets of the company because this determines their attitude towards risk and fraud, internal controls and how the company does its financial reporting. 	
· Industry Characteristics are those facets, economic and regulatory within which an organization operates. These include new rules and competition, so how does an organization behave to keep up with its peers within the industry. 
· Operating characteristics is the nature of the business, its financial condition, where the organization is located, whether or not the company is profitable, the manner in which it operates its financial transactions. 

ii. What control mechanisms could be adopted against corruption?
Corruption is a form of dishonest or unethical conduct by a person entrusted with a position of authority, often to acquire personal benefit. Corruption includes activities like bribery and embezzlement. Some of the control mechanisms against corruption include;
· Rotating employees within departments so that one does not hold one position in a very long time;
· Having a transparent tendering and bidding process, being aware that not only one vendor is being awarded tenders and contracts all the time;
· Making sure that employees sign a code of ethics policy and report incidents where there might be a conflict of interest;
· Ensuring that there is easy access to information so that some people may not have knowledge monopoly and use it to help themselves. 

iii. The main benefits of analytic procedures in an audit process are;
· Can be used to indicate if the company is able to continue trading as a going concern
· They show the correctness of the financial statements, indicating if there are errors
· What is the impact of the procedure used, does its reveal inconsistencies and is there need for a detailed audit testing;
· They can also assist in revealing unexpected relationships  
iv. Rationalizations used by a fraudster that tempt him to commit fraud include
· I am going to put the money back, it’s just like a loan;
· I deserve a better pay, the money I am taking is just to compensate for being underpaid. 
· Everyone in the company is committing a fraud without being punished, so why not. 
· This fictitious accounting entry will be reversed next month by a counter entry and nobody is going to notice;
v. Factors to be considered when evaluating fraud risk factors
In evaluating risk factors, it’s very important to understand the environment within which the business operates, the culture and the internal controls it has. For instance, is the auditor dealing with a small or a large organization? In a small organization it’s impossible to have segregated duties because of the size and may find one person performing different roles hence accentuating the risk of a fraud. However, this is not to say that the same cannot happen in large organization where management themselves may be highly involved. 
vi. Purposes of the analytic procedures are namely;
· Preliminary or primary which could indicate the company’s high risk areas that could require more testing and auditing
· Functional or substantive which analyze the account balances and gathering of audit evidence 
· Concluding or final analytic procedures which carry out the final assessment and whether the audit procedures were complete or not.


Question no 2
‘Circumstances may exist that create opportunities for management or other staff to commit fraud’. Discuss

Management and staff may have existing motivation to carry out fraud. For instance what is the level of management in setting the accounting principles and estimates used in the company? They may set estimates that are very high and by the end of the year realize that they are not going to meet those estimates and what do they do, they manipulate the accounting information to show that they have met the targets while in reality they have not. 
In absence of internal controls, management and staff may want to commit a fraud because after all they are not going to be caught. 
There may be instance where there is no segregation of roles and one employee may be performing an end to end process. This really increases the chances of fraud. A person’s ethical behavior is determined by personal character as well as certain external factors. These factors include job insecurity originating from downsizing, a negative environment at work, limited promotion prospects. 
Some individuals are more prone to becoming fraudsters than others for instance if one feels like they are going to lose their job unjustifiably; they may commit fraud in order to feel like they have punished the organization for firing him. The senior management’s attitude to fraud prevention and their reaction to fraudulent activities is also a determinant.
In committing fraud, the circumstance will depend on one of the tenets of the fraud triangle, in this case is opportunity that the management and the staff have to committing fraud. 

Question Three;
SAS99 suggests that key sources for the identification of fraud risk factors are inquiries of Management, ’in this context which type of questions should an auditor ask the management?    
· Are you involved in the setting of the accounting principles and estimates? If yes, to what extent? 
· Do you understand the entity’s fraud risk, including any identified risk factors or account balances or classes of transactions for which a fraud risk is likely to exist?
· In the time that you have been with the organization, has there been a fraud?
· Have the internal controls in place been able to prevent a fraud? Have you report to the audit committee instances of how these controls deter and prevent fraud?
· Do you think the targets set are too high to achieve?
· What is the market share of the company in the industry and would you wish to increase it in future? What measures are you taking to do so?
· What is your view of fraud and how do you think such risk should be assessed?
· Do you communicate to the employees on the ethical practices and ways to report fraud?
· Does the business operate in different locations and branches, and if so, how do you monitor such branches and apply measures to prevent fraud?


Case Study

1. What kind of evidence would have been used?
· Interviews from the employee, the employer, colleagues and even his family. This would provide a background and laying the foundation to proceed with the investigations.
· Looking at the police reports so as to establish why the person could have been suspected to deal drugs. There must have been a reason as to why. Did they have physical evidence showing the drugs perhaps confiscated at this residence?
· How long did it take for the man to accumulate the property? Being that he is an office cleaner, it would be expected that he would only manage to build his property gradually overtime as opposed to obtaining the property all at once. 
· Finding out the connections he has with the drug industry to have become a suspect, this must have been apparent. He could perhaps have relatives who are perceived to be in the industry and may have been thought to be associated with them and performing money laundering. 
· Talking to the equity fund managers to find out if what the employee says about his investment is indeed true.
· Performing some analysis if it was possible for the investments could have grown as purported. This could be for instance taking the value of the initial investment and using a discount factor, factoring in the inflation rate and computing the future value. Also could compare with other property of the same magnitude. 
· Visiting the land registry, obtaining search for the ownership of the property. 

2. What kind of documents could have helped in gathering evidence?
· A record of the bank statements. This would be for a long period of time since the time he started working, when he started dealing in equity, showing income and expenditure over time
· A portfolio from the Equity Company indicating the investments by the individual, and how these have grown over time, and their value. 
· An arrest report from the police who arrested him. This could provide an insight as to why they thought that he dealt drugs.
· The employee’s pay-slip where he works as an office cleaner as this would show how much he earned per month, if he had perhaps taken loans to invest etc. 
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