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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. 
	1(i) 
Fraud risk factors are factors that influences fraud occurrence in an organization, they include

· Management Characteristics;  management characteristic are reflection of managements’ abilities, style and attitude, the company’s internal control and financial reporting process.

· Industrial characteristics; these are the economic and regulatory aspect of the environment in which business entity operates. They include both stable and volatile features such as new financial regulations, competition, market saturation e.t.c

· Operating Characteristics and financial stability; these include nature of business, complexity of its financial transaction and locations where transactions are recorded and disbursement made, the geographic location of company’s operating activities, the company’s profitability and its general financial condition.
1(ii)

 Control mechanism that could be adopted against corruption include
· Frequent rotation of employees through different vendor assignment
· Enforcing a strong policy on the total disclosure of conflicts of interest, receipts of gift e.t.c

· Establishing a hotline to enable vendors to complain should they be approached by someone seeking to bribe them.

· Requiring bids to be submitted to a named individual other than those soliciting the bids in order to prevent fraudsters informing their partner about lower bidding competitor.

1(iii)

The main benefits of using analytic procedure in an audit process are;

· Analytic procedures help in providing an insight into the company and point out high risk areas in order that nature, timing and extent of audit procedure might be determined accordingly.

· Analytic procedures are used in the evaluation of account balances and in obtaining audit evidence.
· Analytic procedures carried out at final assessment of financial statements and assess whether audit conclusions are correct or not.

1(iv)
The common rationalization for a fraudster, which tempts him to commit fraud are

· The company overlooked my hard work and promoted someone else, so I deserve this.

· Management itself is involved in dubious transactions in order to maintain aggressive accounting policy

· The company does not pay me enough and may fire me soon, so my fraud may make up for the benefits that the company eliminating

· Risk taking is more rewarding than playing safe.

1(v)
Important points to be considered when evaluating fraud risk factors are;

· Management Characteristics- this relates to managements motivation to carry out financial reporting audit. It reflects the might, style, ability and attitude of the company’s internal control and financial reporting style.

· Industry Characteristics-this is the economic and regulatory aspect of the environment in which the business entity operates. They include both stable and volatile features.

· Operating Characteristics and financial stability – these include the nature of the business, complexity of its financial transactions and the location where transactions are recorded and disbursement made.  

1(vi)

The three primary purpose of analytic procedures are;

· Primary Purpose—preliminary analytic procedure help in providing an insight into the company and pointing out high risk areas.
· Functional Purpose—substantive analytic procedures are used in evaluation of account balances and in obtaining audit evidence.

· Concluding Purpose—final analytic procedures are used to carry out final assessment of financial statement and assess whether audit conclusions are correct or not.

2.
Circumstances that may create opportunities for management and other staff to commit fraud are;

· Weak and ineffective internal control; when internal control system is weak and ineffective, it creates opportunity for person who is not generally dishonest to deceive or commit fraud. Ineffective internal control gives fraudsters opportunity to commit fraud with impunity.
· Nature and size of provides an inherent opportunity to fraudsters. For example, the number and types of transaction and the kinds of balances may be vulnerable to manipulation or falsification. Similarly certain organizational structure and asset are prone to fraud than others.

· The level of supervision of senior management by independent entities such as external audit team, supervising board and non-executives directors. When senior management are not being supervised by independent entities, then opportunity for fraud is created, this is because senior management team member can easily override internal control.
· Lack of segregation of functions or division of duties create opportunity for perpetration of fraud. A situation where single individual can initiate and conclude transaction without  passing through another person/table presents opportunity for such person to commit fraud. For instance, if a person that does bank deposit is also the person that reviews and reconcile bank statement, then, there is opportunity for such person to commit fraud 
3.
The type of questions an auditor should ask management in order to identify fraud risk factors are;
· Is the management aware of any alleged, suspected or perpetuated financial misstatement or asset misappropriation that might resulted in material misstatement in the organization’s financial statement?

· Is the management aware of any perpetrated or alleged fraud regardless of materiality?

· Did management receive any letters or other communication by an ex-employee, analyst e.t.c alleging fraudulent activities?

· What are the risks of fraud in the organization according to management?
· What specific areas, transactions or accounts has the management pointed out as being vulnerable to fraud and what are the reasons

· What programs or internal control mechanism has the management put in place to mitigate the risk of specific fraud or to deter fraud in general?
· What are the managements view on ethics and business moral and how are these views communicated to employees

· Is the management behavior consistent with these views

· How is the company’s operating locations and other business segments monitored? Are there certain segment that are prone to fraud?

· Did the audit committee or any other authority receive reports from management regarding entity’s control environment? 
· Has there been any request to management or anyone else in the company to alter or withheld information and to make fictitious transaction or accounting enteries.
 CASE STUDY
i.

The type of evidence the expert would have gathered for this report is demonstrative evidence. Demonstrative evidence describes or documents a condition or occurrence. It can be in the form of photographs and video, it could be maps and diagrams, better still, documents, records, reports and other correspondences that can be collected for use as evidence. 
ii.

The documents that could have helped the forensic expert in gathering evidence are

· Will or letter of administration evidencing the source of fund for the purchase of first properties.

· Bank statements of the man and that of his family

· Title documents for all the properties and other stock in the man’s investment portfolio 

· Document evidencing all the purchases and sales by the man since tha purchase of the first property.
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