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1. Give short answers for the following questions:

i. Explain the term ‘fraud risk factors.’ 
These are physiognomies that make it more likely that fraud will occur or is occurring in a business. These are usually Management, Industrial and Operating Characteristics symptomatic of the components of the Fraud Triangle - incentives/pressures, opportunities, and attitudes/rationalizations.

ii. What control mechanisms could be adopted against corruption? 
-	Training employees on the importance of ethics and compliance to good governance
-	Implementing the position of Compliance Officer who ensures compliance with the 
     company’s code of conduct
-	Implement a protected whistle-blowing procedural system such as a hotline – where 
     employees or vendors can report acts of corruption
-	Rotation of employees on vendor assignments
-	Transparency and integrity in the Bidding Processes
- 	Implement a robust policy for disclosure of conflict of interests and a guideline on 
     gifting
-	If benefits outweigh the costs, implement an anti-corruption audit procedure

iii. Outline the main benefits of using analytic procedures in an audit process.
-	They enhance the auditor / forensic accountant’s understanding of the client’s 
      business and its’ environment.
-	They help identify specific audit risks – They are essential in an audit risk approach.
-	They increase auditor / forensic accountant efficiency in achieving a high level of  
      assurance.
-	Usage of analytical procedures obtains relevant and reliable audit evidence in  
      ascertaining the ability of the business to remain a going concern.
-	They help in assessing whether the Financial Statements may have accounting 
      errors or irregularities.
-	They help in assessing whether further detailed audit tests are mandated.
-	Authorisation checks – Ensuring employees are not abusing their authority

iv. What are the common rationalisations for a fraudster, which tempt him to commit fraud?
-	I am only borrowing, I will return it later. It is only once.
-	Management does it so, why can’t I?
· I put in so much effort in my work and I am not appreciated, I will reward myself.
· They will never notice, I am only taking a little bit.
· This fictitious entry (Inflated income that increases profits), will save my job and   
 many others’ as well.

v. Outline the important points to be considered when evaluating fraud risk factors.
The forensic accountant / auditor will evaluate the Company’s susceptibility to the presence of the components of the fraud triangle namely Incentive/ Pressure, Opportunities and Rationalisation.
The following factors should be sought for in each of the components of Fraud:
Pressure – The pressures that may increase fraudulent activities amongst employees and even senior management 
-	Is Management putting pressure on the departments to meet unrealistic goals of  
      performance
· Poor performance of the Company 
· Excessive borrowings indicating impending bankruptcy
· Pressure on the company to retain stock exchange listing and debt rating
· Inadequate and unfair employee reward system
Opportunity
The auditor should analyse the strengths and weaknesses of the Company’s internal controls:
a. The Control Environment: 
-	Whether management esteems an ethical and structured organisational  
      culture.
-	 How employees are recruited, trained and held responsible and accountable. -	How reward and punitive measures processed.
- 	Whether the nature of the business is more susceptible to fraud and what 
      measures are taken to impede this.
b. Control Activities:
- 	Segregation of duties – No single transaction is processed by one person, 
      checks and balances are implemented.
-	Authorisation and Comparison procedures – 
      How are bad debts written off?
      How are fully depreciated fixed assets disposed of?
      How are documents processed e.g. comparing goods received notes to 
      invoices and purchase orders?
-	Information system controls – Implementation of passwords, regular and safe 
      back-ups
-	Physical inspections – Are inventory, cash and fixed assets on the system 
      verified with physical counts.
c. The Risk Assessment Process – What measures are in place to avoid material misstatements and fraud
d. Monitoring of Controls – Are implemented r being monitored and applied appropriately
e. Are Accounting Reconciliations carried out – comparing bank balances with cashbooks, etc.…
Rationalisation and Attitude
-	When recruiting, are there background checks on potential employees
-	Management’s attitude to fraud prevention 
-	Are fraud punitive measures in place
-	Structured Organisational culture
-	Are system procedures in place to support employees’ grievances
-	Are there tip lines where suspicions of fraud can be recorded anonymously - 
     (encouraging whistle-blowing)
vi. Analytic procedures are used throughout the audit process for three primary 
purposes. What are they?
-	Primary / Preliminary – These analytical procedures are performed to obtain an 
     understanding of the business and its’ environment. They assist the auditor to 
     develop the audit strategy and program as well as in planning the nature, timing, and 
     extent of other auditing procedures. e.g. financial performance relative to prior years 
     and relevant industry and comparison groups. (ISA 315) 
    (a.k.a. Risk assessment procedures)
-	Functional / Substantive – These analytical procedures are used as substantive    
      procedures to obtain audit evidence about certain assertions in account balances or  
      class of transactions. The auditor may consider that the use of substantive tests can  
      be more effective or efficient than analytical procedures in minimising the risk of   
      material misstatements. Substantive tests therefore include analytical procedures in  
      addition to the four classes of audit procedures available for testing controls.
      (a.k.a. Substantive Analytical procedures)
-	Concluding / Final – These analytical procedures are performed as an overall  
      review of the financial information in the final review stage of the audit to assess 
      whether they are consistent with the auditor’s understanding of the entity. If 
      irregularities are found, risk assessment should be reperformed to assess whether 
      any additional audit procedures are necessary. Final analytical procedures are not 
      conducted to obtain additional substantive assurance. (ISA 520)
      (a.k.a. Final Review).

2. ‘Circumstances may exist that create opportunities for management or other staff to 
 commit fraud’. Discuss 
According to the criminologist Donald Cressey renowned for the Fraud triangle model, fraud does not occur in isolation of the three elements of The Fraud Triangle – Pressure, Opportunity and Rationalisation. 
The most agreed upon conclusion amongst researchers on fraud occurrence is that it has little to do with opportunity and more with motivation and financial pressures (Pressure /Incentive). Cressey observed that two other factors had to be present for employees to commit fraud. They must perceive an opportunity to commit and conceal their crimes, and rationalise their offenses as something other than criminal activity.
Limiting the window of opportunity is key and it is the responsibility of management and the governing body to limit the opportunities for fraud to the extent possible. 
It is imperative that a risk assessment of the organisation to identify opportunities for fraud is done, so that, appropriate procedures, policies, or controls are employed or upgraded. 
There are many factors that contribute to fraud opportunities, but the predominant ones to look out for are:[footnoteRef:1]
a). 	lack of controls that prevent or detect fraudulent behavior – (The Control  
           Environment of the Organisation)
b). 	the inability to judge quality of performance,
c).	Failure to punish culprits who commit fraud
d).	lack of access to information, 
e).	indolence and ignorance
f).	and lack of an audit trail.
 [1:  Cressey’s Fraud Triangle – Part II: Perceived Opportunity] 

3. 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? 
The following type of questions are examples of what should be asked:
-	What are the areas vulnerable to fraud?
·  	What internal control measures have been put in place and if they are enforced 
      and monitored?
·  	What is management’s stance on business morals and ethics and how is it 
     communicated to employees. Is management consistent on these views.?
·  	Has there been a case of fraud since the last audit?	
·  	Is management under pressure to alter, withhold or forge information in the financial 
      statements or in other related reports?
·  	Have there been any tip-offs of any suspected or alleged fraudulent activities?
·  	How are the other branches (if any) monitored and are they vulnerable to fraud?
·  	Has there been any known or suspected asset misappropriation?







4. Case Study
A man was on remand in prison having been charged with drug dealing. No drugs were ever found and the evidence against him was simply that he owned a number of properties but worked as a cleaner in a local factory. The implication was that the property purchases could only have been funded from the proceeds of crime. The man denied this. A forensic expert was instructed to review the man’s financial affairs and explain how the man funded his lifestyle. The expert made a detailed review of the man and his family’s financial affairs, starting at the time he bought his first property. The records explained the sources of all the funds used to buy the properties. It showed how the man had used equity created through the legitimate purchase and sale of other properties to create his portfolio and support his family’s lifestyle. The court accepted this fraud investigation report in its entirety and the man was released from remand with out charge.
i. What type of evidence do you think the expert would have gathered for his report?
-	Interviews with third parties – Suspect’s employers, neighbours, tenants, banker(s) 
    and insurer(s)
-	Interview of suspect, interview of suspect’s family
-	Tracing inherited assets and purchased assets and the relevant title documents
-	Investigate the suspect’s telephone and emails conversations
-	Assessment of the suspect’s net worth from sources of income and expenditure

ii. [bookmark: _GoBack]Which documents could have helped the forensic expert in gathering evidence?
-	Pay slips, or any other source of income such as investment deposits and returns 
     and their relevant receipts / documents
-	Bank Statements, Credit and Debit Card transactions – to verify source of main 
     income, returns on investment, rentals and sale of any assets. 
    They also serve as a source to assess the suspect’s average spending pattern.
-	Tax returns
-	Property Title documents which will indicate, when purchase and how payment was 
     made
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